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Adopted November 9, 1939 File No. 69-306 

SECURITIES AND EXCHANGE COMMISSION 
Washington, D.C. 

FORM U-3A-2 

STATEMENT BY HOLDING COMPANY 

FROM THE PROVISIONS OF THE 
PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 

CLAIMING EXEMPTION UNDER RULE U-3A-2 

To Be Filed Annually Prior to March 1 

Pinnacle West Capital Corporation 

(Name of Company) 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

hereby files with the Securities and Exchange Commission, pursuant to Rule 2, 
its statement claiming exemption as a holding company from the provisions of the 
Public Utility Holding Company Act of 1935, and submits the following 
information: 
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1. NAME, STATE OF ORGANIZATION, LOCATION AND NATURE OF BUSINESS OF CLAIMANT 
AND EVERY SUBSIDIARY THEREOF, OTHER THAN ANY EXEMPT WHOLESALE GENERATOR 
(EWG) OR FOREIGN UTILITY COMPANY IN WHICH CLAIMANT DIRECTLY OR INDIRECTLY 
HOLDS AN INTEREST. 

Pinnacle West Capital Corporation ('fClaimant't), having been incorporated on 
February 20, 1985 under the laws of the State of Arizona, and having its 
principal executive offices at 400 East Van Buren, Suite 700, Phoenix, Arizona 
85004, was organized principally to acquire and hold securities of other 
corporations for investment purposes. The following are the subsidiaries of the 
Claimant : 

a. Arizona Public Service Company (lfAPS'l or the "Company1t), is engaged 
principally in serving electricity in the State of Arizona. Incorporated in 
1920 under the laws of the State of Arizona and having its principal 
executive offices at 400 North Fifth Street, Phoenix, Arizona 85004, APS 
became a subsidiary of the Claimant pursuant to a corporate restructuring 
plan approved by the Company's shareholders on April 18, 1985. 

(1) AXIOM Power Solutions, Inc. (ltAXIOMtl) - -  an Arizona corporation 
having been incorporated on October 29, 1996 and having its principal 
executive offices at 400 E. Van Buren, Phoenix, Arizona 85004, was 
organized primarily to sell security and energy management products 
and services. AXIOM is a wholly-owned subsidiary of APS. 

(2)  Bixco, Inc. ("Bixcol') - -  an Arizona corporation having been 
incorporated on June 4, 1971 and having its principal executive 
offices at 400 North Fifth Street, Phoenix, Arizona 85004, was 
organized primarily to conduct exploration activities for energy 
resources and other valuable minerals. Subsequent to the sale of its 
oil and natural gas properties in 1981, Bixco has been inactive. Bixco 
is a wholly-owned subsidiary of APS. 

b. APS Energy Services Company, Inc. (llAPSES1l) - -  an Arizona corporatidn 
having been incorporated on November 6, 1998 and having its principal 
executive offices at 400 E. Van Buren, Phoenix, Arizona 85004, was 
organized primarily to sell energy, products and services. APSES is a 
wholly-owned subsidiary of the Claimant. 

c. SunCor Development Company ("SunCor") - an Arizona corporation having 
been incorporated on June 30, 1965 and having its principal executive 
offices at 3838 North Central Avenue, Suite 1500, 



Phoenix, Arizona 85012, is a wholly-owned subsidiary of Claimant engaged 
primarily in the owning, holding and development of real property. 

(1) SunCor Golf, Inc. ('ISunCor Golf (previously named 'ISunCor Resort 
& Golf Management, Inc. and lfSunCor Farms, Inc. - -  an Arizona 
corporation having been incorporated on December 31, 1986 and having 
its principal executive offices at 3838 North Central Avenue, Suite 
1500, Phoenix, Arizona 85012, operates and manages golf, food and 
beverage for the Coral Canyon Golf Course, Sedona Golf Resort, 
SunRidge Canyon Golf Club, Sanctuary Golf Club at West world and Palm 
Valley Golf Club. SunCor Golf is a wholly-owned subsidiary of SunCor. 

( 2 )  Litchfield Park Service Company (IILPSCOr1) - -  an Arizona 
corporation having been incorporated on September 21, 1954 and having 
its principal executive offices at 111 West Wigwam Boulevard, Suite B, 
Litchfield Park, Arizona 85340, is a regulated public utility engaged 
in providing water and sewer services to commercial and residential 
customers. LPSCO became a wholly-owned subsidiary of SunCor on 
December 31,1986. 

(3) Golden Heritage Homes, Inc. ("Golden Heritage Homes") - -  
(previously named "SunCor Homes, Inc. I', "LGR, Inc. 'I and "WGP Realty, 
Inc.") an Arizona corporation having been incorporated on May 14, 1986 
and having its principal executive offices at 7025 East Greenway 
Parkway, Suite 100, Scottsdale, Arizona 85254, builds and sells single 
family residential real property. Golden Heritage Homes is a 
wholly-owned subsidiary of SunCor. 

(4) Golden Heritage Construction, Inc. ("GH Construction") - -  an 
Arizona corporation having been incorporated on December 30, 1993 and 
having its principal executive offices at 3838 North Central Avenue, 
Suite 1500, Phoenix, Arizona 85012, was organized to serve as a 
general residential contractor. GH Construction became a wholly-ownyd 
subsidiary of Golden Heritage Homes, Inc. on January 1, 1996. 

( 5 )  SCM, Inc. ("SCMI1) - -  an Arizona corporation having been 
incorporated on May 14, 1991 and having its principal executive 
offices at 3838 North Central Avenue, Suite 1500, Phoenix, Arizona 
85012, was organized to participate in real 
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estate joint ventures anL other real estate related activi 
a wholly-owned subsidiary of SunCor. 

ies. SCM is 

(6) Golf de Mexico, S.A. DE C.V. ("Golf de Mexico") - -  a Mexican 
variable capital corporation having been incorporated on February 8, 
1992 in Tijuana, Baja California, Mexico, and having its principal 
executive offices at 3838 North Central Avenue, Suite 1500, Phoenix, 
Arizona 85012, was organized to operate and manage the Real del Mar 
Golf Course in Mexico. Golf de Mexico has been inactive since 1997. 

(7) SunCor Realty & Management Company ("SunCor Realty") - -  
(previously named Russell Ranch Development Company) an Arizona 
corporation having been incorporated on April 1, 1994 and having its 
principal executive offices at 3838 North Central Avenue, Suite 1500, 
Phoenix, Arizona 85012 was organized to participate in real estate 
management and other real estate related activities. SunCor Realty is 
a wholly-owned subsidiary of SunCor. 

(8) Palm Valley Golf Club, Inc. ("Palm Valley Golf") - -  an Arizona 
corporation having been incorporated on January 23, 1996 and having 
its principal executive offices at 3838 North Central Avenue, Suite 
1500, Phoenix, Arizona 85012, was organized to hold title to the Palm 
Valley Golf Course. Palm Valley Golf is a wholly-owned subsidiary of 
SunCor . 
(9) Rancho Viejo de Santa Fe, Inc. ("Rancho Viejo") - -  a New Mexico 
corporation having been incorporated on March 18, 1996 and having its 
principal executive offices at 1 5 9 0 - B  Pacheco Street, Santa Fe, New 
Mexico 87505, was organized to engage in real estate development in 
New Mexico. Rancho Viego is a wholly-owned subsidiary of SunCor. 

(10) Ranchland Utility Company [IfRanchland") - -  a New Mexico 
corporation having been incorporated on September 5, 1997 and having 
its principal executive offices at 1590-B Pacheco Street, Santa Fe', 
New Mexico 87505 is a waste water utility. Ranchland is a wholly-owned 
subsidiary of Rancho Viejo. 

d. El Dorado Investment Company - -  an Arizona corporation having been 
incorporated on July 27, 1983 and having its principal executive offices at 
400 East Van Buren, Suite 800, Phoenix, Arizona 85004, is a 
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wholly-owned subsidiary of Claimant engaged primarily in the acquisition 
and holding of stocks and securities of other companies for investment 
purposes. 

e. Pinnacle West Energy Corporation (18PWEC1t) - an Arizona corporation 
having been incorporated on September 27, 1999, and having its principal 
executive offices at 400 North Fifth Street, Phoenix, Arizona 85004, was 
organized primarily for the development, production and sale of wholesale 
energy. PWEC is a wholly-owned subsidiary of the Claimant. 

2. A BRIEF DESCRIPTION OF THE PROPERTIES OF CLAIMANT AND EACH OF ITS 
SUBSIDIARY PUBLIC UTILITY COMPANIES USED FOR THE GENERATION, TRANSMISSION 
AND DISTRIBUTION OF ELECTRIC ENERGY FOR SALE, OR FOR THE PRODUCTION, 
TRANSMISSION AND DISTRIBUTION OF NATURAL OR MANUFACTURED GAS, INDICATING 
THE LOCATION OF PRINCIPAL GENERATING PLANTS, TRANSMISSION LINES, PRODUCING 
FIELDS, GAS MANUFACTURING PLANTS AND ELECTRIC AND GAS DISTRIBUTION 
FACILITIES, INCLUDING ALL SUCH PROPERTIES WHICH ARE OUTSIDE THE STATE IN 
WHICH CLAIMANT AND ITS SUBSIDIARIES ARE ORGANIZED AND ALL TRANSMISSION OR 
PIPELINES WHICH DELIVER OR RECEIVE ELECTRIC ENERGY OR GAS AT THE BORDERS OF 
SUCH STATE. 

Neither the Claimant nor any of its subsidiaries own property used for the 
production, transmission and distribution of natural or manufactured gas. APS, a 
"public utility company" as that term is defined in the Public Utility Holding 
Company Act of 1935, is the only one of Claimant's subsidiaries that owns 
property used for the generation, transmission and distribution of electric 
energy for sale. 

Exhibit D attached hereto shows the location of APS' major generating 
plants (including those owned jointly with others), principal transmission lines 
(including those operated for others) and interconnections of transmission lines 
with out-of-state utilities at state lines. All of such facilities, except the 
Four Corners Generating Station ("Four Corners"), and all of APS' distribution 
facilities, are located within the State of Arizona. Four Corners is's 
mine-mouth power plant, located in the northwest corner of New Mexico, near the 
city of Farmington, approximately 40 miles east of the Arizona-New Mexico 
border. 
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APS' present generating facilities have an accredited capacity aggregating 
3,987,300 kilowatts, comprised as follows: 

Coal : Capacity (kw) 

Units 1, 2 and 3 at Four Corners, 

15% owned Units 4 and 5 at Four Corners, 

Units 1, 2, and 3 at the Cholla Plant, 

14% owned Units 1, 2 and 3 at the Navajo 

aggregating ................................................... 560,000 

representing .................................................. 222,000 

aggregating ................................................... 615,000 

Plant, representing ........................................... 315,000 

1,712,000 
- - - - - - - - - -  
---------- ---------- 

Gas or Oil: 
Two steam units at Ocotillo and two steam 

Eleven combustion turbine units, 

Three combined cycle units, 

units at Saguaro, aggregating ................................. 435,000(1) 

aggregating ................................................... 493,000 

aggregating ................................................... 255,000 

1,183,000 
- - - - - - - - - -  
---------- ---------- 

Nuclear: 
29.1 % owned or leased Units 1, 2 and 3 
at Palo Verde, representing 

Hydro and Solar 

_ _ _ _ - _ _ _ _ _  
(1) West Phoenix steam units (108,300 kw) are currently mothballed. 

APSO transmission facilities consist of approximately 4,855 pole miles of 
overhead lines and approximately 20 miles of underground lines, all of which are 
located within the State of Arizona. APS' distribution facilities consist of 
approximately 11,681 pole miles of overhead lines and approximately 11,331 miles 
of underground lines, all of which are located within the State of Arizona. 
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3 .  THE FOLLOWING INFORMATION FOR THE LAST CALENDAR YEAR WITH RESPECT TO 
CLAIMANT AND EACH OF ITS SUBSIDIARY PUBLIC UTILITY COMPANIES: 

(DATA IS NOT MAINTAINED IN A FORMAT IDENTIFYING THE STATE IN WHICH THE SALES AND 
PURCHASES ARE MADE OR THE AMOUNT OF THEIR ASSOCIATED REVENUES OR EXPENSES.) 

a. NUMBER OF KWH OF ELECTRIC ENERGY SOLD (AT RETAIL OR WHOLESALE), AND 
MCF. OF NATURAL OR MANUFACTURED GAS DISTRIBUTED AT RETAIL. 

44,531,881,000 kwh of electric energy sold at wholesale or 
retail 

0 Mcf. of natural or manufactured gas distributed at 
wholesale or retail 

b. NUMBER OF KWH OF ELECTRIC ENERGY AND MCF. OF NATURAL OR 
MANUFACTURED GAS DISTRIBUTED AT RETAIL OUTSIDE THE STATE IN WHICH EACH SUCH 
COMPANY IS ORGANIZED. 

63,234,000 kwh of electric energy was distributed at retail 
outside Arizona 

0 Mcf. of natural or manufactured gas distributed at retail 
outside Arizona 

c. NUMBER OF KWH OF ELECTRIC ENERGY AND MCF. OF NATURAL OR 
MANUFACTURED GAS SOLD AT WHOLESALE OUTSIDE THE STATE IN WHICH EACH SUCH 
COMPANY IS ORGANIZED, OR AT THE STATE LINE. 

1,663,868,000 kwh of electric energy was sold at wholesale 
outside Arizona or at state line (excluding power marketing 
activities). 

2,444,508 Mcf. of natural or manufactured gas sold dt 
wholesale outside Arizona or at state line (excluding power 
marketing activities). 

d. NUMBER OF KWH OF ELECTRIC ENERGY AND MCF. OF NATURAL OR 
MANUFACTURED GAS PURCHASED OUTSIDE THE STATE IN WHICH EACH SUCH COMPANY IS 
ORGANIZED OR AT THE STATE LINE. 

1,149,715,000 kwh of electric energy was purchased outside 
Arizona or at state line (excluding power marketing 
activities). 
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30,143,707 Mcf. of natural or manufactured gas purchased 
outside Arizona or at state line (excluding power marketing 
activities). 

4 .  THE FOLLOWING INFORMATION FOR THE REPORTING PERIOD WITH RESPECT TO CLAIMANT 
AND EACH INTEREST IT HOLDS DIRECTLY OR INDIRECTLY IN AN EWG OR A FOREIGN 
UTILITY COMPANY, STATING MONETARY AMOUNTS IN UNITED STATES DOLLARS: 

The Claimant holds no interest, direct or indirect, in an EWG or a foreign 
utility company. 

a. NAME, LOCATION, BUSINESS ADDRESS AND DESCRIPTION OF THE FACILITIES 
USED BY THE EWG OR FOREIGN UTILITY COMPANY FOR THE GENERATION, TRANSMISSION 
AND DISTRIBUTION OF ELECTRIC ENERGY FOR SALE OR FOR THE DISTRIBUTION AT 
RETAIL OF NATURAL OR MANUFACTURED GAS. 

Not applicable. 

b. NAME OF EACH SYSTEM COMPANY THAT HOLDS AN INTEREST IN SUCH EWG OR 
FOREIGN UTILITY COMPANY; AND DESCRIPTION OF THE INTEREST HELD. 

Not applicable. 

C. TYPE AND AMOUNT OF CAPITAL INVESTED, DIRECTLY OR INDIRECTLY, BY THE 
HOLDING COMPANY CLAIMING EXEMPTION; ANY DIRECT OR INDIRECT GUARANTEE OF THE 
SECURITY OF THE EWG OR FOREIGN UTILITY COMPANY BY THE HOLDING COMPANY 
CLAIMING EXEMPTION; AND ANY DEBT OR OTHER FINANCIAL OBLIGATION FOR WHICH 
THERE IS RECOURSE, DIRECTLY OR INDIRECTLY, TO THE HOLDING COMPANY CLAIMING 
EXEMPTION OR ANOTHER SYSTEM COMPANY, OTHER THAN THE EWG OR FOREIGN UTILITY 
COMPANY. 

Not applicable. 

d. CAPITALIZATION AND EARNINGS OF THE EWG OR FOREIGN UTILITY COMPAMY 
DURING THE REPORTING PERIOD. 

Not applicable. 

e. IDENTIFY ANY SERVICE, SALES OR CONSTRUCTION CONTRACT(S) BETWEEN THE 
EWG OR FOREIGN UTILITY COMPANY AND A SYSTEM COMPANY, AND DESCRIBE THE 
SERVICES TO BE RENDERED OR GOODS SOLD AND FEES OR REVENUES UNDER SUCH 
AGREEMENT (S ) . 

Not applicable. 
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EXHIBIT A 

A CONSOLIDATING STATEMENT OF INCOME AND SURPLUS OF THE CLAIMANT AND ITS 
SUBSIDIARY COMPANIES FOR THE LAST CALENDAR YEAR, TOGETHER WITH A CONSOLIDATING 
BALANCE SHEET OF CLAIMANT AND ITS SUBSIDIARY COMPANIES AS OF THE CLOSE OF SUCH 
CALENDAR YEAR. 

Exhibit A hereto includes consolidating statements of income and 
consolidating balance sheets for the Claimant and the following of its 
subsidiaries: Arizona Public Service Company, SunCor Development Company, El 
Dorado Investment Company, APS Energy Services Company, Inc. and Pinnacle West 
Energy Corporation. Subsidiaries have been consolidated for financial reporting 
purposes in accordance with Statement of Financial Accounting Standards No. 94, 
Consolidation of All Majority-owned Subsidiaries. Also included are 
consolidating statements of income and consolidating balance sheets for SunCor 
Development Company and its subsidiaries. 
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EXHIBIT B FINANCIAL DATA STATEMENT 

IF, AT THE TIME A REPORT ON THIS FORM IS FILED, THE REGISTRANT IS REQUIRED TO 
SUBMIT THIS REPORT AND ANY AMENDMENTS THERETO ELECTRONICALLY VIA EDGAR, THE 
REGISTRANT SHALL FURNISH A FINANCIAL DATA SCHEDULE. THE SCHEDULE SHALL SET FORTH 
THE FINANCIAL AND OTHER DATA SPECIFIED BELOW THAT ARE APPLICABLE TO THE 
REGISTRANT ON A CONSOLIDATED BASIS. 

1. TOTAL ASSETS. 

2. TOTAL OPERATING REVENUES. 

3 .  NET INCOME. 

See Exhibit B hereto. 
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EXHIBIT C 

AN ORGANIZATIONAL CHART SHOWING THE RELATIONSHIP OF EACH EWG OR FOREIGN 
UTILITY COMPANY TO ASSOCIATE COMPANIES IN THE HOLDING-COMPANY SYSTEM. 

Not applicable. 
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a EXHIBIT D 

In accordance with Item 304 of Regulation S-T of the Securities Exchange 
Act of 1934, APS' Service Territory map contained as Exhibit D to this Form 
U-3A-2 is a map of the State of Arizona showing APS' service area, the location 
of its major power plants and principal transmission lines, and the location of 
transmission lines operated by APS for others. The major power plants shown on 
such map are the Navajo Generating Station located in Coconino County, Arizona; 
the Four Corners Power Plant located near Farmington, New Mexico; the Cholla 
Power Plant, located in Navajo County, Arizona; the Yucca Power Plant, located 
near Yuma, Arizona; and the Palo Verde Nuclear Generating Station, located about 
55 miles west of Phoenix, Arizona (each of which plants is reflected on such map 
as being jointly owned with other utilities), as well as the Ocotillo Power 
Plant and West Phoenix Power Plant, each located near Phoenix, Arizona, and the 
Saguaro Power Plant, located near Tucson, Arizona. APS' major transmission lines 
shown on such map are reflected as running between the power plants named above 
and certain major cities in the State of Arizona. The transmission lines 
operated for others shown on such map are reflected as running from the Four 
Corners Plant through a portion of northern Arizona to the California border. 
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The above-named Claimant has caused this statement to be duly executed on 
its behalf by its authorized officer on this 28th day of February, 2001. 

[CORPORATE SEAL] 

Attest: 

Name, title and address of officer to whom notices and correspondence concerning 
this statement should be addressed: 

Barbara M. Gomez 

(Name) 
_ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  

t 0 
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PINNACLE WEST CAPITAL CORPORATION 
EXHIBIT B 
FINANCIAL DATA SCHEDULE 
HOLDING COMPANY REPORT 

12/31/00 

The Claimant submits the following consolidated financial information: 

1 Total Assets: $ 7,149,151 

2 Total Operating Revenues: $ 3,690,175 

3 Net Income: $ 302,332 



PINNACLE WEST CAPITAL CORPORATION 
CONSOLIDATING BALANCE SHEET (unaudited) 
December 31, 2000 
(THOUSANDS OF DOLLARS) 

ASSETS 

CURRENT ASSETS 
Cash and cash equivalents 
Customer and Other receivables - net 
Accrued UtlllLy revenue 

FOSSLl fuel 
Deferred lncOlne taxes 
Other Current asbets 

Mazerials ana supp11es 

Total current adsets 

INVESIUENTS ANU OTHER ASSETS 
~ e a l  estate invesrmpncs, net (cap mtareotl 1145.1 
Other assets 

Total investments and other 

PROPERTY, PwTr RND EQUIPMENT 
Plant in service 
Nuclear Fuel 
COnStrUCtlOn work in progress 

Total 
~ e s r  accumulated depreciation and amOrtization 

Net Property. P l a n t  and EqulpmenL 

DEFERRED DEQITS 
Deferred income taxes 

Regulatory assets 
other deferred debita 

Regulatory asset for lncone taxer 

Total deferred debits 

TOTAL ASSETS 

hSSETS 

CURRPNT ASSETS 
cash and cash e q u v a l e n ~ s  
customer and Other receivables - net 
Accrued Utility revenue 
MarerlalS and supplies 
FOSILl fuel 
Deferred inC~me taxes 
Other Current assets 

Total Current assets 

INVESTWENTS AND OTHER ASSETS 
Real estate ~nvestmentr. net (cap interest1 1145 1 
Other assets 

Total Lnvestments and Ocher 

PROPERTY. PLANT AND EQUIPMENT 
Plant in sier"1Ce 
Nuclear Fuel 
Construction work ~n progress 

Less accumulated depreciation and amortization 
T.3LZ.l 

Net Property. Plant and Equipnent 

DEFERRED DEBITS 
Deferred Income taxes 

Regulatory aESeLP 
Other deferred debits 

RegulaLory anset for income taxes 

Toral deferred deblLa 

TOTAL ASSETS 

PWCC .......... 

8 1,130 
234,761 

6,692 

242.781 
.......... 
.......... 

1,478,599 

2,178,599 
.......... 
.......... 

.......... 

.......... 

.......... 

.......... 

.......... 
$2,721,382 
jjj=iiisii 

ENERGY 
SERVICES ......... 

8 780 
15,265 

9 4 5  

16.990 
......... 
......... 

2.199 

2.199 
......... 
......... 

4 . 5 1 1  

108 

11,649 
974 

1,675 

......... 

......... 

......... 

......... 

......... 
122.864 
j-j....rs 

APS PWMT ................... 

8 2.609 8 175 
468.343 4 5 , 9 0 7  
74.566 
71.966 
19,405 
5,791 
55.920 ................... 
698,602 46.082 ................... 

269,678 

269.678 
................... 
................... 

7, 805 ,  025 
47.389 
245.749 20 

8.098.161 20 
1,187,328 

4,910.815 20 

................... 

................... 

................... 

469.867 
50.711 192 

520.600 192 

16,399,715 $ 46.294 

................... 

................... 
lii=j=i-~l iii=jS.j.s 

'ELIMINATIONS AND 
ADJUSTING ENTRIES. 

DEBIT CREDIT 
....................... 

8 4.849 If1 

......... 
4 , 8 4 9  ......... 

......... 

......... 

smmR ......... 

8 5 . 1 4 9  
5 . 4 1 8  

14.439 - . -. . - - - - 
4 5 , 0 0 6  ......... 

172.101 
7,413 

379.516 
......... 
......... 

......... 

......... 

......... 

26,920 

10,464 

37,lSl 

$ 461.906 

......... 

......... 
ixsiiil== 

ELW ......... 

8 247 
182 

429 

20.999 

20.999 
- . - - . - - 

......... 

......... 

......... 

lOTAL 

8 10,163 
$ 264.7231bl 513.822 

74.566 
71,966 
19,405 
5,793 
97.998 

264.721 793.913 
.......... .......... 
.......... .......... 

5,629 (el 371,123 
2.460,639(a,f.h1 318,249 

2,466.268 689.572 
.......... .......... 
.......... .......... 

7 , 8 0 9 . 5 6 6  

464.5+0 

8, 321.495 
3, 188,102 

5,113,193 

4 7 . 3 8 9  

.......... .......... 

.......... .......... 

.......... .......... 

26,920101 

469,867 
62,606 

26,920 532.471 

$7,149,151 

.......... .......... 

.......... .......... 
j=-==-.=._i 

52.757.911 
===-=-***= 

PWE 

1 71 
8.669 

2 

8.741 
......... 

218,663 

218.663 
......... 

218.661 ......... 

1,140 

1. 140 

5 228,547 

......... 

......... 
j s s i i i - j ~  



PINNACLE WEST CAPITAL CORPORATION 
CONSOLIDATING BALANCE SHEET 
December 31, 2000 
(THOUSANDS OF DOLLARS) 

SUNCOR ELM PWE 

LIABILITIES AND EQUITY 

CURRENT LIASILITIES 
Account. payable 
AeCNed taxes 

5 12,609 

2,647 

213,000 

30.192 

0 267.999 
106.115 
39.488 
82.100 
250.266 
24.498 
142.126 

$ 51.033 
(1.8701 

$ 15.211 

ni9 

781 

$ 129 
3,228 

$ 13.372 

Assrued interest 
Short-term berrovingr 
Current maturltias of long-term debt 

Other current lrabilltles 
CuStOmnT Dwppsit. 

... 
1.691 
5.936 

23.860 
___.__---- 

I57 201,990 

215,362 
...__-...- 
___.___.-. Total Current liabilities 258,448 49.163 

NON-CURRENT LIABILITIES 
Long-term debt less C U T - T ~ ~ L  maturities 25,000 ._.____.__ 

25.000 

123.175 1.806.908 .__.____-- 
1,806. 908 123.175 Total 

DEFERRED CRWITS AND OTHER 
19,318 

15,902 

1,546 

_..__...__ 
1 , 5 4 6  

1,110.437 
68.636 
380,974 

Deferred in=- taxes 

Other 
un.mrti*ed gam 

Total deferred credits 

COMMITMENTS W CONTINGENCIXS (NOTE1 

MINORITY INTEEReSTS: 
Nan-Redeemable preferred scock of APS ____...-.- 
Redeemable preferred stock of APS 

Joint Vsntures of SunCor 

COMMON STCCK EQUITY: 
commr, stock 
AcEUI.Ulated deficit 

2,005,932 
376,782 (2.8691 

1.424.966 
694.802 

14.046 
2,322 

Total 2,119,768 ._..._.___ 
TOTAL LIABILITIES PND EQUITY 

CREDIT . . -. . . . . - DEBIT _..._..._. 

*ELIMINATIONS* 
ENERGY 
SERVICES ._.___..._ TOTAL 

LIABILITIES AND EQUITY 

CURRENT LIABILITIES 
ASCOYO~S payable 
ACCrYed taxes 
Accrued mteresc 
Short-term borrowings 
Current maturltlas of long-term debt 

Other current lirbrllties 
CU.tmer Depalt. 

5 375.805 
89.246 
42,954 

463,469 
26,189 
110,860 

nz.775 

$ 15,472 
12 

675 

269.541 (b. g) 

Total current liabilities 288.220 20 1,191,238 

NON-CURRENT LIABILITIES 
Long-term debt lesa current m a t u r ~ t ~ e s  
Other Ilrbllires 

1,955.083 

Total 1.95S.083 .......... 
DEPERRED CREDITS AND OTHER 
Deferred incam taxes 
Unamortized g a m  
Other 

(8.2611 Ik.01 1.143.010 
68,636 

408.380 ._.._...__ 4,818 (91 

(3 .4431 

___.______ 
1,620.056 _.____.._. _____._._- 

.__._..._- 
Total deferred credits 

COMMITMENTS AND CONTINGENCIES (NOTE1 

MINORITY INTERESTS: 
NO"-Redeemable preferred stock of APS 

Redeerable preferred stock of APS 

Joint Ventures of SunCor 

COIlMoN STOCK EQUITY: 
C o m n  stock 
€iccumulated deficit 

2,313,190 (a1 

Total 

TOTAL LIABILITIES PND EQUITY 

2,313,190 ___.__..__ 
$2,607,019 
*....*.. 1. 



ADJUSTING AND ELIMINATION ENTRIES 
DECEMBER 31, 2000 

(a) Common stock 
Accumulated deficit 
Other investments 

To eliminate PNW investment in subsidiaries 

APS 
Power Marketing 
Pinnacle West Energy 
Energy Services 
SunCor 
El Dorado 

Total 

$2,313,190 
$ (142,523) 
2,455,713 

Earnings/ 
Dividends 

$ 221,701 
_ _ _ _ _ _ _ _ - -  

(2.869) 
(2,441) 

(22,355) 
(53,835) 
2,322 

$ 142,523 
_ - _ _ _ - - - - _  
_______---  ___------- 

(b) Other current liabilities $ 264,723 
Customer and other receivables - net $ 264,723 

To eliminate intercompany receivables/payables between all entities 

Pinnacle West CC 
APS 
Pinnacle West Energy 
Energy Services 
Power Marketing 
Palo Verde (50) 
Four Corners (10) 
Cholla (30) 

Total 

(e) Minority interest 
Real estate investments - net 

Intercompany 
Receivables 

$ 236,628 
24,463 
1,086 
488 

1,484 
497 
47 
30 

$ 264,723 

_ - - - - - - - _ _  

- _ _ _ - _ _ - _ -  
_______--- __------__ 

Intercompany 
Payables 

$ 236,628 
24,463 
1,086 

488 
1,484 

497 
47 
30 

$ 264,723 

_ _ _ - - - _ - - -  

_ _ _ _ _ _ _ _ - -  
__-_____-- ___------- 

$ 5,629 
$ 5,629 

To eliminate minority interest of SunCor JV partners 

(f) Real estate investments - net 
Other - assets 

$ 4,849 
$ 4,849 

To reclass PNW capitalized interest related to SunCor (1145.1) 

(g) Other current liabilities 
Other deferred credits 

To reclass PNW deferred comp to long-term (2085) 

(h) Other deferred debits 
Other - assets 

$ 4,818 
$ 4,818 

$ 77 
$ 77 

To relcass PNW unamortized debt to long-term (1130-1131) 
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a ADJUSTING AND ELIMINATION ENTRIES 
DECEMBER 31, 2000 

(i) Accounts payable 
Accrued taxes 

To reclass PNW property tax (2002.1) 

(k) Accrued taxes 
Other deferred debits 

$ 20 
$ 20 

$ 18,659 
$ 18,659 

To reclass PNW accrued taxes (2090) 

- -  (0) Deferred income taxes-current portion $ 
Deferred income taxes-noncurrent portion 26,920 

Deferred income taxes $ 26,920 
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PINNACLE WEST CAPITAL CORPORATION 
CONSOLIDATING INCOME STATEMENT (unaudited) 

FOR THE PERIODS ENDED DECEMBER 
(THOUSANDS OF DOLLARS) 

PNCC ........... APS ........... PWMT ........... SUNCOR ........... E r n  

OPERATING REVENUES. 
Electric 
Real Estate 

Total 

5 5 2 , 3 3 7  s 1 5 8 , 3 6 5  ........... 
1 5 8 , 3 6 5  ........... I ,  480 .252  52 .337  

FUEL EXPENSES: 
PUS1 f o r  01estr'Ic generation 
Purchased power 

1 3 3 , 2 6 5  
1 , 5 4 7 , 4 6 4  ........... 
1 ,880 .729  ........... 

_. 
5 4 . 0 5 4  

5 4 , 0 5 4  
........... 

Total 

OPERATING EXPENSES: 
Utility operations and maintenance 
Real e-tate eperaClOns 
Depreciation and amortization 
Taxes other than income taxes 

Total 

OPERATING INCOME 

OMER INCCUE IDEDUCTIONSI: 

Energy services 
Interest On l o n g - t e r m  debt 
Other ~nterest 
Capitalized interest 
P r e f e r r e d  s t o c k  dividend requirements 
Ocher. net 

Total 

.. 

410 .696  1 . 0 1 6  

6 
.. 

........... 
I ,  022  

14.7391 
........... 
........... 

1 1 4 . 2 7 9  
4 . 6 5 7  5 266  

........... 
266  

12661 
........... 
........... 

188 ,660  
99,710 ........... 

919,086 

680,417 
........... 
........... 

138,936 

1 9 . 4 2 9  
........... 
........... 

_ _  ........... 

.. 
111.4721 

11.0121 

105.998 

31 

1114 ,4311  
114 ,3521  
10.894 

110 ,6721  

6 . 2 0 2  

4 , 3 4 3  

_ _  

........... 
11271 ........... 

1 9 . 3 0 2  
7,764 ........... 

1 1 , 5 1 8  

_ _  
3 , 6 7 7  

.- 
110.6371 ........... 

1 1 4 8 . 5 ~ 1  ........... 
5 3 1 , 9 1 1  
2 2 5 . 3 1 7  

3 0 6 . 5 9 4  
........... 

.. 

........... 
2 9 3 , 5 4 5  

2 9 3 . 2 7 9  
........... 

19 .053)  

1 .677  _. 
........... 

14 ,7191  
11.870) 

3 , 6 7 7  
1,694 

Income €ran continuing operations 
Extraordinary charge 
discontinued operations 
Accounting change 

NET INCOME (LOSS1 

3 0 2 . 3 3 2  .. - _  
._ 

........... 
$ 3 0 2 , 3 3 2  

1 2 , 8 6 9 1  1,983 

._ 
........... 
5 306 ,594  
s.i.~~iiii=i 

WJUSTMENTS h ELIMINATIONS ................................ 
DEBIT CREDIT MTAL ........... ...................... 

ENERGY 
SERVICES ........... PHE ........... 

t e OPERATINC REVENUES: 
EleCtrlC 
Real Estate 

o a 4 . 8 5 9  

2 4 . 8 5 9  
........... 

5 1 , 5 3 1 , 8 1 0  
1 5 8 . 3 6 5  

s 2 5 . 6 3 8 1 f i  
~~ . ........... ...................... 

2 5 . 6 3 8  _ _  3 , 6 9 0 , 1 7 5  ........... ...................... Total 

FUEL EXPENSES: 
Fuel for elecerl~ generation 
Purchased power 25 .638  ........... ...................... 

._ 25 .638  1 , 9 3 4 , 7 8 3  ........... ...................... Total 

OPERATING EXPENSES: 
Utility operations and maintenance 
Real estate operations 
De~recla~ion and amortization 
Taxes other than income taxes 

2 , 4 4 1  14.656 

8 2 1  
_. 1411bl 

5QlCI  

9 5 0 , 8 0 9  
1 3 4 . 4 2 2  
3 9 4 , 4 1 0  

9 9 , 7 8 0  ........... ...................... 
1 9 3  _ _  1 . 0 7 9 . 4 2 1  

2 5 , 4 4 5  1 2 5 , 6 3 8 1  6 7 5 . 9 7 1  
........... ...................... 
........... ...................... 

Total 

CPERATINC INCOME 

OTHER INCOME IDEDUCTIONSI: 

Energy servrces 

2 . 4 4 1  1 5 . 6 7 7  

12 .4411  116 ,2561  

159lhl ( 1 5 6 . 4 1 6 1  
5 .0521e .91  (14 .8231  

21.638 

3 0 6 , 8 5 0  1a.e.g. hl 193 1b.c) (1861  ........... ...................... 
3 0 6 , 8 5 0  5 , 4 0 4  llr19.7871 

2 8 1 . 1 0 5  1 2 0 , 2 3 4 1  5 2 6 . 1 8 e  
221 .852  

2 a i . < 0 5  120 .234J  J O 2 . 3 3 2  

........... ...................... 

........... ...................... 

.. .. ........... ...................... 
5 120 ,2341  5 1 0 2 . 1 1 2  
==.*-=_..-.. =*=====*--- 

s 281 .405  

......... 
Ocher i r  ( 4 . 4 8 7 1  

4 . 4 8 7  
1241 
24 

1 , 0 9 0  

1 . 0 9 0  

113.1661 

........... 

........... 

........... 
113,1661 

Total 

Income from COnClnUing operations b4 income taxes 
Income Tax Expense (Benefit1 

Income from CO"Lln"l"9 operations 
Extraordinary charge 
dlscenrmued operariono 
Accounting change 

NET INCOME ILUSSI 

.. 
12 ,4411  

........... 
1 1 . 4 4 1 1  



ADJUSTING AND ELIMINATING ENTRIES 
FOR THE PERIODS ENDED DECEMBER 31, 

(a) Other - net (Subs income) 
Retained Earnings 

$ 301,639 
$ 301,639 

To eliminate PWCC Equity in earnings from subsidiairies 

PWCC _ _ - - - - _ - - -  
APS .$ 306,594 
PWMT $ (2,869) 
Pinnacle West Energy (2,441) 
Energy Services (13,166) 
SunCor 11,538 
El Dorado 1,983 

Total 

(b) Real Estate Operations 
Interest Expense (PWCC) 5849.0097 

$ 143 
$ 143 

To reclass Capitalized Interest for SunCor Land Sales. 

(c) Taxes other than income taxes 
Other - net 

$ 50 
$ 50 

To reclass PNW property taxes (650051) 

(e) Other, net (El Dorado interest income) $ 542 
Other interest $ 542 

t 

To eliminate interest on ELD loan to PNW (650095) 
0 

( f )  Electricity Sales 
Purchased Power 

$ 25,638 
$ 25,638 

To eliminate sales from APS to APSES 

NOTE: As of July APSES is purchasing all power from SRP, in 
the future they will resume purchasing power from APS 
and we will have to eliminate. 

(g) Interest Income - PNW $ 4,510 
Interest Expense - PWE $ 4,510 

To eliminate interest expense/income on loan from PNW to PWE 

(h) Interest Income - pNW 
Interest Expense - Suncor 

$ 159 
$ 159 

To eliminate interest expense/income on unpaid Suncor dividend 
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CURRENT ASSETS 
CASH AN0 SHORT TERM INVESTMENTS 
ACCOUNTS RECEIVABLE 

INTERCOMPANY ACCOUNTS: 
SASI 
LPSCO 
CORAL CANYON 
SMLP 
PVGC 
CORAL CANYON GOLF 
CC DEVELOPMENT FROM CC GOLF COURSE 
wwos 
GOLDEN HERITAGE - GENERAL 1 2 9  
SCM-GENERAL 1 2 9  
HOMEBUILDING I/C INTEREST 1 2 9 0 4  
HOMEBUILDING CASH ADVANCES 
COMMERCIAL - GENERAL 
SUNRIDGE - DEVELOPMENT 
SUNRIDGE - GOLF 
SEDONA - DEVELOPMENT 
SEDONA - GOLF 
CLUB WEST 
WIGWAM RESORT 
HFS FINANCIAL SERVICES 
WESTWORLD DEVELOPMENT 
SANCTUARY GOLF 
INTEREST RECEIVABLE 
NOTES RECEIVABLE 
INVENTORIES 
PREPAID EXPENSES 
HOME INVENTORY GOLDEN HERITAGE 
HOME INVENTORY RANCHO VIEJO 
HOME INVENTORY CORAL CANYON 

TOTAL CURRENT ASSETS 

SUNCOR DEVELOPMENT COMPANY 
CONSOLIDATED BALANCE SHEET (unaudited) 

31-DEC-00 

LONG-TERM ASSETS 
DEVELOPMENT PROJECTS 
CORAL CANYON 
HIDDEN HILLS 
RANCHO VIEJO 
PA1.M VALI.FY 

LONG-TERM ASSETS 
DEVELOPMENT PROJECTS 
CORAL CANYON 
HIDDEN HILLS 
RANCHO VIEJO 
PALM VALLEY 
LITCHFIELD GREENS 
VILLAGE OF LITCHFIELD GREENS 
SCOTTSOALE MOUNTAIN 
NAXKETPLACE ~ AUTOPLEX 
TATUM RANCH 
TALAVI 
WIGWAM OLTLET STORES 
GOLDEN HERITAGE 
BILTMORE ESTATES 
BLACK CANYON COMMERCE PARK 
OTHER COMMERCIAL LAND 
EQUITY INVESTMENTS: 
EQUITY IN CTRPT ASSOC-LLP 
INVEST IN HAYDEN FERRY LAKESIDE 
INVEST IN KYRENE ASSOCIATES LLC 
INVEST IN PV APARTMENTS (I h I11 
INVESTMENT IN SUNRIDGE CANYON LLC 
INVESTMENT IN SEDONA GOLF LC 
INVEST IN TALAVI ASSOCIATES LLC 
INVESTMENT IN SANCTUARY GOLF 
INVESTMENT IN HFS MORTGAGE 
CONSOLIDATED ELIMINATING ENTITIES: 
INVEST IN KABUTO/SUNCOR JV 
INVEST IN SCOTTS MTN LTD PART 
INVEST IN GOLDEN HERITAGE 
GOLDEN HERITAGE DUE DILIGENCE 
INVESTMENT IN SCM 
INVESTMENT IN LPSCO 
INVESTMENT IN SASI 
INVESTMENT IN PALM VALLEY 
INVESTMENT IN PALM VALLEY GOLF 
INVESTMENT IN CLUB WEST G.C. 
PALM VALLEY GOLF CONTRIB. CAP 
INVESTMENT IN CORAL CANYON GOLF 
INVESTMENT IN RANCHO VIEJO 
INVESTMENT IN RANCHLAND UTILITY 
INVESTMENT IN HIDDEN HILLS 
INVESTMENT IN CORAL CANYON 

INVESTMENT IN FIDDLESTICKS-SCOTTS 
INVESTMENT IN FIDDLESTICKS-TEMPE 
INVESTMENT IN FLINTASTICKS 
INVESTMENT IN GENERAL COMM OPS 
INVESTMENT IN PV MARKETPLACE 
INVESTMENT IN DYSART/MCDOWELL 
INVESTMENT IN PV PAVILIONS 
INVESTMENT IN PV CROSSING 
INVESTMENT IN PALM VALLEY OFFICE PARK 
INVESTMENT IN AUTOPLEX 
INVESTMENT IN TALAVI 
INVESTMENT IN METROCENTER 
INVESTMENT IN RESTORATION PLACE 
INVESTMENT IN LITCHFIELD PARK OPS 
INVESTMENT IN LP PROF. PLAZA 
INVESTMENT IN WWOS LLC 
INVESTMENT IN APS PROPERTIES 
INVESTMENT IN BLACK CANYON CP 
COMMERCIAL PROPERTIES 

1000 SCOTT D. LENA M. PAUL N. 3500 
SUNCOR LPSCO RANCHLAND SASI SMLP _ _ _ _ _ _ _ _ _ _ _ _  _-._____.___ _ _ _ _ _ _ _ _ _ _ _ _  - - - - - - - - - - - -  - - - - - - - - - _ - -  

5 , 4 0 2 , 5 9 5  897,193 3 9 5 . 4 0 0  3 0 0 . 9 0 4  2 6 0 , 6 6 2  
8 5 . 8 5 6  3 7 5 . 0 6 4  1 4 , 3 9 6  1 1 3 , 1 6 6  

1 5 . 7 3 1  
6 5 0 , 0 4 4  

1 2 . 4 9 2  

( 9 2 . 9 0 7 )  
2 , 6 3 4 , 9 6 2  
6 , 8 8 1 . 9 4 7  
5 . 7 4 8 . 5 2 9  
5 , 1 8 4 , 8 0 8  

1 0 3 , 3 5 1  
1 9 4 . 4 9 2  

29.014 
1 3 4 , 0 6 9  
2 2 1 , 9 4 1  

5 1 , 8 3 7  
7 , 9 6 6  

4 5 0  
1 4 4 , 3 3 3  
3 5 0 , 6 3 4  
1 0 2 , 0 3 2  

2 2 , 2 1 1  
6 . 8 8 8  

1 0 
3 , 3 0 0 , 3 1 3  

1 , 4 3 1 , 2 9 8  
4 , 8 5 6 . 2 3 7  

3 , 7 3 4 , 1 4 6  

6 , 6 1 6 , 6 6 4  
2 , 3 0 7 , 5 6 7  
6 , 6 4 0 , 2 3 6  

5 1 7 .  a50 
1 5 , 4 7 3 , 7 3 5  

1 5 1 , 1 5 6 , 9 8 5  
4 . 7 4 4 . 1 1 5  
3 . 2 5 9 . 8 8 3  
4 , 9 4 0 , 7 7 0  

1 8 , 7 6 3 , 6 4 8  

1 1 , 3 8 2 . 5 9 0  
2 6 , 8 7 4 , 5 7 8  

(153,9371 

( 1 5 2 . 1 0 1 1  

( 2 , 5 7 1 , 3 5 0 )  
1404.5121 
1 4 6 , 5 8 5  

8 2 , 3 6 9 . 6 9 9  
3 , 4 7 3 , 6 0 8  

8 7 2 , 1 1 2  
3 , 8 2 1 . 3 2 2  
1 , 3 0 6 , 4 7 9  

2 4 7 . 2 2 5  

( 2 2 1 , 4 2 2 1  
2 8 1 . 4 1 1  

1 6 8 . 2 3 9  
6 , 8 7 6  

4 2 2 , 0 4 0  
741,  506 

( 1 4 8 . a 0 9 1  

( 1 7 8 , 0 4 7 )  

( 1 , 3 1 9 , 0 4 0 1  



wwos 
LONG-TERM NOTES RECEIVABLE 
SDC PHASE I LAND NOTE TO WWOS 
SDC PAYOFF OF WWOS RLC 
SDC LOAN To LPSCO 
PROPERTY & EQUIPMENT, NET 
DEFERRED ASSETS 
DEFERRED INCOME TAXES 
WATER & SEWER UTILITY PROP, NET 
LPSCO RESTRICTED CASH FUNDS 
RRNCHO VIEJO RESTRICTED CASH FUNDS 
SCOTTSDALE MOUNTAIN RESTRICTED CASH 

DEPOSITS 

TOTAL LONG-TERM ASSETS 

TOTAL ASSETS 

ACCOUNT DESCRIPTION -----_____----.---- 
CURRENT ASSETS 

CASH Ab SHORT TERM INVESTMENTS 
ACCOUNTS RECEIVABLE 

INTERCOMPANY ACCOUNTS: 
SASI 
LPSCO 
CORAL CANYON 
SMLP 
PVGC 
CORAL CANYON GOLF 
CC DEVELOPMENT FROM CC GOLF COURSE 
wwos 
GOLDEN HERITAGE - GENERAL 1 2 9  
SCM-GENERRL 1 2 9  
HOMEBUILDING I/C INTEREST 12904 
HOMEBUILDING CASH ADVANCES 
COMMERCIAL - GENERAL 
SUNRIDGE - DEVELOPMENT 
SUNRIDGE - GOLF 
SEDONA - DEVELOPMENT 
SEDONA - GOLF 
CLUB WEST 
WIGWAM RESORT 
HFS FINANCIAL SERVICES 
WESTWORLD DEVELOPMENT 
SANCTUARY GOLF 
INTEREST RECEIVABLE 
NOTES RECEIVABLE 
INVENTORIES 
PREPAID EXPENSES 
HOME INVENTORY GOLDEN HERITAGE 
HOME INVENTORY RANCHO VIEJO 
HOME INVENTORY CORAL CANYON 

TOTAL CURRENT ASSETS 

LONG-TERM ASSETS 
OEVEMPMENT PROJECTS 
CORAL CANYON 
HIDDEN HILLS 
RANCHO VIEJO 
PALM VALLEY 
LITCHFIEW GREENS 
VILLAGE OF LITCHFIELD GREENS 
SCOTTSDALE MOUNTAIN 
MARKETPLACE - AUTOPLEX 
TATUH RANCH 
TALAVI 
WIGWAM OUTLET STORES 
GOLDEN HERITAGE 
BILTMDRE ESTATES 
BLACK CANYON COMMERCE PARK 
OTHER COMMERCIAL LAND, 
EQUITY INVESTMENTS: 
EQUITY IN CTRP'C ASSOC-LLP 
INVEST IN HAYDEN FERRY LAKESIDE 
INVEST IN XYRENE ASSOCIATES LLC 
INVEST IN W APARTMENTS (I & I11 
INVESTMENT IN SUNRIDGE CANYON LLC 
INVESTMENT IN SEDONA GOLF LC 
INVEST IN TALAVI ASSOCIATES LLC 
INVESTMENT IN SANCTUARY GOLF 
INVESTMENT IN HFS MORTGAGE 
CONSOLIDATED ELIMINATING ENTITIES: 
INVEST IN KABUTO/SUNCOR Jv 
INVEST IN SCOTTS MTN LTD PART 
INVEST IN GOLDEN HERITAGE 
GOLDEN HERITAGE DUE DILIGENCE 
INVESTMENT IN SCM 
1- IN LPSCO 
INVESTMENT IN SASI 
INVESTMENT IN PALM VALLEY 
INVESTMENT IN PALM VALLEY GOLF 
INVESTMENT IN CLUB WEST G.C. 
PALM VALLEY GOLF CONTRIB. CAP 
INVESTMENT IN CORAL CANYON GOLF 
INVESTMENT IN RANCHO VIEJO 
INVESTMENT IN RANCHLRND UTILITY 
INVESTMENT IN HIDDEN HILLS 
INVESTMENT IN CORAL CANYON 

INVESTMENT IN FIDDLESTICKS-SCOTTS 
INVESTMENT IN FIDDLESTICKS-TEMPE 
INVESTMENT IN FUNTASTICKS 
INVESTMENT IN GENERAL COMM OPS 
INVESTMENT IN PV MARKETPLACE 
INVESTMENT IN DYSART/MCDOWELL 
INVESTMENT TN RV DAVTLTONG 

36,696 

2 , 3 9 4 , 6 4 9  

FUNOS 

4 3 , 7 1 1  1 3 1 , 8 5 7  
3 0 , 7 4 1  1 1 , 8 7 9  

( 4 , 9 4 0 , 7 7 0 )  

3 8 . 3 8 4  8 9 , 1 0 8  ( 5 9 7 , 6 1 9 )  
1 2 , 9 2 7  7 0 8 , 0 6 0  ( 6 . 1 6 5 )  

( 5 4 . 8 0 9 )  

( 1 . 2 0 2 . 6 9 7 1  
( 6 , 8 8 1 , 9 4 7 )  
( 5 . 7 4 8 . 5 2 9 )  

1 5 3 , 0 3 3 , 6 7 3  
6 8 . 1 5 7  

2 7 5 , 4 8 8  

2 3 5 , 2 4 3  

-. _ _  -. - - . -. . . _ _ _  - .. - 
INVESTMENT IN PV CROSSING 



INVESTMENT IN PALM VALLEY OFFICE PARK 
INVESTMENT IN AUTOPLEX 
INVESTMENT IN TALAVT 
INVESTMENT IN METROCENTER 
INVESTMENT IN RESTORATION PLACE 
INVESTMENT IN LITCHFIELD PARK OPS 
INVESTMENT IN LP PROF PLAZA 
INVESTMENT IN WWOS LLC 
INVESTMENT IN APS PROPERTIES 
INVESTMENT IN BLACK CANYON CP 
COMMERCIAL PROPERTIES 
WWOS 
LONG-TERM NOTES RECEIVABLE 
SDC PHASE I LIWD NOTE TO WWOS 
SDC PAYOFF OF WWOS RLC 
SDC LOAN TO LPSCO 
PROPERTY h EQUIPMENT. NET 
DEFERRED ASSETS 
DEFERRED INCOME TAXES 
WATER h SEWER UTILITY PROP, NET 
LPSCO RESTRICTED CASH FUNDS 
RANCHO VIEJO RESTRICTED CASH FUNDS 
SCOTTSDALE MOUNTAIN RESTRICTED CASH FUNDS 

DEPOSITS 

TOTAL LONG-TERM ASSETS 

TOTAL ASSETS 

12.382.937 8,478.448 6,395,332 

288.460 

498,808 

867,751 290,466 
144.112 

397.125 
149,715 

62,330 

6,683,792 930.081 

6,732,828 

R. VIEJO 
JOYCE L. 

5501 
KABUTO JV ACCOUNT DESCRIPTION 

CURRENT ASSETS 
CASH AND SHORT TERM INVESTMENTS 
ACCOUNTS RECEIVABLE 

_ - - - _ _ _ _ _ _ - - - - _ - _ _ _  COMM . _ _ _ _ _ _ _ _ _ _ _ -  
(928,950) 
598,897 

5,182 (101.1221 i312.1571 
200,169 

1475.687) 
500.275 

INTERCOMPANY ACCOUNTS: 
SASI 
LPSCO 
CORAL CANYON 
SMLP 
PVGC 
CORAL CANYON GOLF 
CC DEVELOPMENT FROM CC GOLF COURSE 6,840,673 
WWOS 
GOLDEN HERITAGE - GENERAL 129 
SCM-GENERAL 129 
HOMEBUILDING I/C INTEREST 12904 
HOMEBUILDING CASH ADVANCES 
COMMERCIAL - GENEFAL 
SUNRIDGE - DEVELOPMENT 
SUNRIDGE - GOLF 
SEDONA - DEVELOPMENT 
SEDONA - GOLF 
CLUB WEST 
WIGWM RESORT 
HfS FINANCIAL SERVICES 
WESTWORLD DEVELOPMENT 
SANCTUARY GOLF 
INTEREST RECEIVABLE 
NOTES RECEIVABLE 
INVENTORIES 
PREPAID EXPENSES 
HOME INVENTORY GOLDEN HERITAGE 
HOME INVENTORY RANCHO VIEJO 
HOME INVENTORY CORAL CANYON 

TOTAL CURRENT ASSETS 

40,362 
11.324 

208,620 

450 115.455 

4,430,162 
2.449.435 

5.182 (278,367) (101,1221 4,318.624 9,638,771 
___________. _-________._ ________..__ _ _ _ _ _ _ - _ _ _ _ _  ---_.__----- 

17,678.943 
17.088.092 

13,869,468 
15,792,205 

13,839,065 

4,913.292 

782.548 TALAVI 
WIGWAM OUTLET STORES 
GOLDEN HERITAGE 
BILTMORE ESTATES 
BLACK CANYON COMMERCE PARK 
OTHER COMMERCIAL LAND 
EQUITY INVESTMENTS: 
EQUITY IN CTRPT ASSOC-LLP 
INVEST IN HAYDEN FERRY LAKESIDE 
INVEST IN KYRENE ASSOCIATES LLC 
INVEST IN PV APARTMENTS I1 h 111 
INVESTMENT IN SUNRIDGE CANYON LLC 
INVESTMENT IN SEDONA GOLF LC 
INVEST IN TALAVI ASSOCIATES LLC 
INVESTMENT IN SANCTUARY GOLF 
INVESTMENT IN HFS MORTGAGE 
CONSOLIDATED ELIMINATING ENTITIES: 
INVEST IN KABUTOISUNCOR JV 
INVEST IN SCOTTS MTN LTD PART 
INVEST IN GOLDEN HERITAGE 
GOLDEN HERITAGE DUE DILIGENCE 
INVESTMENT IN SCM 
INVESTMENT IN LPSCO 
INVESTMENT IN SASI 
INVESTMENT IN PALM VALLEY 
INVESTMENT IN PALM VALLEY GOLF 
INVESTMENT IN CLUB WEST O.C. 
PALM VALLEY GOLF CONTRIB CAP 
INVESTMENT IN CORAL CANYON GOLF 
INVESTMENT IN RANCHO VIEJO 
INVESTMENT IN RANCHLAND UTILITY 

1,474,224 
2,124,954 

22,080,662 
3,132,793 

2,50C,094 

1,103,212 



INVESTMENT IN HIDDEN HILLS 
INVESTMENT IN CORAL CANYON 

INVESTMENT IN FIDDLESTICKS-SCOTTS 
INVESTMENT IN FIDDLESTICKS-TEMPE 
INVESTMENT IN FUNTASTICKS 
INVESTMENT IN GENERAL C O W  OPS 
INVESTMENT IN PV MARKETPLACE 
INVESTMENT IN DYSARTIMOOWELL 
INVESTMENT IN PV PAVILIONS 
INVESTMENT IN PV CROSSING 
INVESTMENT IN PALM VALLEY OFFICE PARK 
INVESTMENT IN AUTOPLEX 
INVESTMENT IN TALAVI 
INVESTMENT IN METROCENTER 
INVESTMENT IN RESTORATION PLACE 
INVESTMENT IN LITCHFIELD PARK OPS 
INVESTMENT IN LP PROF. PLAZA 
INVESTMENT IN WWOS LLC 
INVESTMENT IN ADS PROPERTIES 
INVESTMENT IN BLACK CANYON CP 
COMMERCIAL PROPERTIES 
WWOS 
LONG-TERM NOTES RECEIVABLE 
SDC PHASE I LFND NOTE TO WWOS 
SDC PAYOFF OF WWOS RLC 
SDC LOAN TO LPSCO 
PROPERTY & EQUIPMENT, NET 
DEFERRED ASSETS 
DEFERRED INCOME TAXES 
WATER & SEWER UTILITY PROP, NET 
L P S M  RESTRICTED CASH FUNDS 
RANCHO VIEJO RESTRICTED CASH FUNDS 
SCOTTSDALE MOUNTAIN RESTRICTED CASH FUNDS 

DEPOSITS 

TOTAL LONG-TERM ASSETS 

TOTAL ASSETS 

34,090,144 
13,806,739 

168,808 519.401 
1.989 

264,261 

600,357 

1,441,156 

DEBIT - - - - - - _ - - _ -  REF CREDIT CONSOLIDATED _ _ - - _ _ - _ _ - - - - - -  ACCOUNT DESCRIPTION - _ - - _ - _ - _ _ - _ - _ - _ _ _ -  
CURRENT ASSETS 

CASH AND SHORT TERM INVESTMENTS 
ACCOUNTS RECEIVABLE 

INTERCOMPANY ACCOUNTS: 
SASI 
LPSCO 
CORAL CANYON 
SMLP 
W G C  
CORAL CANYON GOLF 
CC DEVELOPMENT FROM CC GOLF COURSE 
wwns 

5,149,460.86 
2.468.046.09 Y 177,220 

0.00 
0.00 
0.00 
0.00 
0.00 y 

0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0 . 0 0  
0.00 

103.350.90 
194,492.38 
134,068.70 29,013.66 

0.00 
51,837.48 
7,965.90 

450.00 
254,536.60 144,332.99 

310,652.44 
262.150.82 
224.052.95 

27,074,290.21 
4,430,162.42 
2,449,435.00 

0 00 

43,288,299.40 
_ _ _ _ _ _ _ _ _ _ - - _ - -  

0 H 
X 
J 

15,731 
650.044 
12.492 

N 
AA 

Q 
A 

C 

4,940,770 
54.809 

4 2  407 
AA 

A 
A 
C 
B 

6,840,673 

2,634,962 
6,881,947 
5,748,523 
5,184,808 

-- 
GOLDEN HERITAGE - GENERAL 129 
SCM-GENERAL 129 
HOMEBUILDING IIC INTEREST 12904 
HOMEBUILDING CASH ADVANCES 
COMMERCIAL - GENERAL 
SUNRICGE - DEVELOPMENT 
SUNRIDGE - GOLF 
SEDONA - DEVELOPMENT 
SEDONA - GOLF 

1,202,697 
6,881,947 
5,748.529 

Z 221.941 CLUB WEST 
WIGWAM RESORT 
HFS FINANCIAL SERVICES 
WESTWORLD DEVELOPMENT 
SANCTUARY GOLF 
INTEREST RECEIVABLE 
NOTES RECEIVABLE 
INVENTORIES 
PREPAID EXPENSES 
HOME INVENTORY GOLDEN HERITAGE 
HOME INVENTORY RANCHO VIEJO 
HOME INYENTORY C O W  CAWYON 

96,097 

3,101.379 

TOTAL CURRENT ASSETS 
LONG-TERM ASSETS 

DEVELOPMENT PROJECTS 
CORAL CANYON 
HIDDEN HILLS 
RANCHO VIEJO 
PALJ4 VALLEY 
LITCHFIELD GREENS 
VILLAGE OF LITCHFIELD GREENS 
SCOTTSDALE MOUNTAIN 
MARKETPLACE - AUTOPLEX 
TATUM RANCH 
TALAVI 
WIGWAM OUTLET STORES 
GOLDEN HERITAGE 
BILTMORE ESTATES 
BLACK CANYON COMMERCE PARK 
OTHER COMMERCIAL LAND 
EQUITY INVESTMENTS. 
EQUITY IN CTRPT ASSOC-LLP 
INVEST IN HAYDEN FERRY LAKESIDE 
INVEST IN KYRENE ASSOCIATES LLC 
INVEST IN PV APARTMENTS (I & 11) 
INVESTMENT IN SUNRIDGE CANYON LLC 
INVESTMENT IN S E W N A  GOLF LC 
INVEST IN T U V I  ASSOCIATES LLC 
INVESTMENT IN SANCTUARY GOLF 
INVESTMENT IN HFS MORTGAGE 
CONSOLIDATED ELIMINATING ENTITIES: 
INVEST IN KAeVTOlSUNCOR JV 

17,678,943.00 
12,613,561.57 
13,869,468.43 

168,825,877.83 
68,156.70 

13,839,064.56 
3.300.312.71 
4,913,291.55 

498.513.15 
782,547.91 

0.00 
0.00 
0.00 

1,474,223.57 
2,124,953.97 

0.00 
22,080.661.88 
3,132,792.60 

0.00 

4.474.530 

275,488.32 
1,431,298.36 

2,500,094.19 
3,734,146.32 

4.856.a37.26 

0.00 
0.00 

12,993,794.72) R 9,610,458 



INVEST IN SCOTTS MTN LTD PART 
INVEST IN GOLDEN HERITAGE 
GOLDEN HERITAGE DUE DILIGENCE 
INVESTMENT IN SCM 
INVESTMENT IN LPSCO 
INVESTMENT IN SASI 
INVESTMENT IN PALM VALLEY 
INVESTMENT IN PALM VALLEY GOLF 
INVESTMENT IN CLUE WEST G.C. 
PALM VALLEY GOLF CONTRIB. CAP 
INVESTMENT IN CORAL CANYON GOLF 
INVESTMENT IN RANCHO VIEJO 
INVESTMENT IN RANCHLAND UTILITY 
INVESTMENT IN HIDDEN HILLS 
INVESTMENT IN CORAL CANYON 

INVESTMENT IN FIDOLESTICKS-SCOTTS 
INVESTMENT IN FIDDLESTICKS-TEMPE 
INVESTMENT IN FUNTASTICKS 
INVESTMENT IN GENERAL COMM OPS 
INVESTMENT IN PV MARKETPLACE 
INVESTMENT IN DYSART/MCDOWELL 
INVESTMENT IN PV PAVILIONS 
INVESTMENT IN PV CROSSING 
INVESTMENT IN PALM VALLEY OFFICE PARK 
INVESTMENT IN AUTOPLEX 
INVESTMENT IN TALAVI 
INVESTMENT IN METROCENTER 
INVESTMENT IN RESTORATION PLACE 
INVESTMENT IN LITMFIELD PARK OPS 
INVESTMENT IN LP PROF. PLAZA 
INVESTMENT IN WWOS 1.I.C - _. -. -. . .. ._ _ _ _  
INVESTMENT IN APS PROPERTIES 
INVESTMENT IN BLACK CANYON CP 
COMMERCIAL PROPERTIES 
wwnc 

I 

L 

n 
z 

AA 

Y 

W 

S 
S 
S 

s 
s 

s 

S 

20,413,693 I 
D 

1,414,058 n 
182,143 z 

M 
208,746 AA 

U 
152.101 Y 

T 
199.345 W 

4,393,865 s 
1.708.911 S 

475,282 s 
s 
S 
S 
s 
S 
s 

148,809 
221,422 

S 
178,047 

S 
s 

s 
S 

1,319,040 

P 
P 
G 

22,727,151 
6,640,236 

517.850 
15,087;805 

885,243 
151,156,985 

6,158.173 
3,442,026 
4,940,770 

54,809 
18,763,648 
1,109,212 

11,382,590 
27,073,923 

1,822,515 
1,304,459 

621.867 
82,369,693 
3,473.608 

872,112 
3,821,322 
1,306,479 

247.225 

281.411 

168.239 
6 , 8 1 6  

422,040 
141,506 

DEFERRED ASSETS 
DEFERRED INCOME TAXES 
WATER h SEWER UTILITY PROP. NET 
LPSCO RESTRICTED CASH FUNDS 
RANCHO VIEJO RESTRICTED CASH FLlNDS 
SCOTTSDALE MOUNTAIN RESTRICTED CASH FUNDS 

DEPOSITS 

TOTAL LONG-TERM ASSETS 

TOTAL ASSETS 

962,496 
10,000,000 

300,000 

( 5 , 8 9 6 . 3 8 )  
0.00 
0.00 
0.00 

385.934.07 
0.00 
0.00 
0.00 
0.00 
0 . 0 0  
0.00 
0.00 
0 . 0 0  
0.00 
0.00 

0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0 . 0 0  
0.00 

61,346.861.38 
13,806.738.51 
4,072.885.45 

0.00 
0.00 
0.00 

3.333.527.65 
7,406.474.15 

26,533,921.39 
23,668,369.51 
2.394.648.90 

600.356.97 
0.00 
0.00 

62,330.00 

418,617,990.18 

461,906.290.18 

___.________.-_ 

._________----_ 

====3---======= 



a SUNCOR DEVELOPMENT COMPANY 
CONSOLIDATED BALANCE SHEET 

3 1 -DEC- 00 

3500 
SMLP 

PAUL N. 
SAS I 

1000 scorn D. LENA M. 
SUNCOR LPsm WCHLRND ............................................................ ACCOUNT OESCRIFTIION 

LIABILITIES: 

CURRENT LIABILITIES 
AIP C RETENTION 
ACCRUW LIABILITIES 

INTERCOMPANY ACCOUNTS: 
1.ll9,-0 ~ sm? 

112:149 432,003 
4.629.880 944,4  16 

39,811 5.066 
131.843 10,676 

( < I 1  
4 0 3  

12.492 
15,731 ........ 

S m P  - SDC 
SM-SDC CASH AWANCES 267 
CH-SOC INTGRCO CAPITAL 265 
WOS-SDC 
CLUB WEST 
CORAL CANYON 
CC ODLF COURSE TO CC OEVELOFUENT 
W O I L W D - W C H O  VIEJO 
INTEREST PAYABLE 
SIT NOTES PAYABLE 
$45 UlLLlON TERM W A N  
$55 MILLION RLC 
TEXTRON W A N  ~ PMC 
OEP PROFIT UNEARNEO REVENUE 
PWCC INTERCO PAYABLE 
APS LWO INTERCO PAYABLE 
NSTURER DEPVSITS 

LONG-TERM LIABILITIES 
LONG+TKRM NOTES PAYABLE 
WUOS OWES SOC PH I M O  NOTE 

176,174 
018.757 

3.101.379 
210,145 

............ 
8.872.010 

41,864 ................................................ 
1.192.229 176,534 215,524 28,214 

110.000.000 
5,215,000 . . . . .  

T E X T R I  LDRN - W D C  
LOAN - CLUB WEST 
PENSION LIABILITY - SuIlCOR 
PENSION LIABILITY - WIMRM RESORT 
W E R  ACCRUE0 LIABILITIES 
OEPERREO TAXES 
LONO-TERM CUSTOMER DEPOSITS 
CONTRIB PROPERTY AIA 

TOTAL LIT LIABILITIES 

TUTAL LIABILITIES 

5,415,163 
110.840 
102.085 432.965 113,584 

17,613 
3.796.171 346.275 

................................................ 
9,461,749 459,859 0 0 

10.~53.978 636,393 215,524 28.234 
................................................ 

............ 
115.820.094 

124,700,904 
............ 

0 
MINORITY INTEREST 
SCC COWU3N STOCK 
SDC MOITIONAL PAID IN CAPITAL 
SOC ERRNED SURPLUS-BEGINNIND 
SOC EARNED SURPLUS-CURRENT 
SUBSIDIARY EARNINGS-CURRENT 
SUBSIDIARY EQUITY: 

1,022,000 
355,368,522 
(65.174.6291 
11,539,252 

365.002 160,2131 176,0481 45.973 

15,023,462 
311,291 

3,486,768 

LPsm 
SASI 
SMLP 13500 
W D C  
CLUB WEST 
HOMEBUILDING 
PALM VALLEY 15500 
W V m  JV X3000 
MnnERCIAL PROPERTIES X2000 
HIDDEN HILLS Y3300 
RANCHO VIEJO X6600 
WCHLRND UTILITY 
CORAL CANYON Y3900 

TOTAL EQUITY 

TOTAL LIABS AND EQUITY 

................................................ 
15.308.544 956.641 235.243 3.132.741 

26,242.522 1,593.036 450,767 3.560.975 
................................................ 
-=..-*-*.-*= iiii.I..i*.l -========*-= 

102,555,145 

427,256,049 
............ 
.iiiii*~*... 

LINOA n 
W G C  

TQNYA GAYE LYNN LARRY W. 5500 
CLUB WEST cc OOLP GHH PV ................................................ ACCOUMT DESCRIPTION 

LIABILITIES : 
................... 

CURRENT LIABILITIES 
Alp C RECENTION 
ACCRUW LIABILITIES 

73.611 
43.641 

30,267 2,616,903 441,477 
029,549 

50.836 
56.696 72.137 270.000 

INTERCOMPANY ACCOUNTS. 

SMLP ~ SOC 
S a - S O C  CASH AWANCES 267 
CH-SOC INTERCO CAPITAL 265 
WUOS-soc 

CORAL CANYON 
CC O L P  COURSE TO CC DWEWPMENT 
R R ~ C H L W O - W C X O  VIEJO 
INTEREST PAYABLE 
SIT NOTES PAYABLE 
$15 blILLIOU TERM LOAN 
$55 KILLION RLC 
TEXTRON LOAN - PVCC 
DEP PROPIT C UNEARNED REVENUE 
PWCC INTERCO PAYABLE 

CUSTOMER DEPOSITS 

Lpsm ~ SDC 

cLun WEST 

APS LPND imnm PAYABLE 

5,18<.8o8 
1,432,265 

221,941 

6,040,671 

1,425,056 ................................................ 
329.473 6,943,077 10.929.112 1,271,026 117.253 

LONG-TERM LIABILITIES 
LONG-TERM NOTES PAYABLE 
WOS OWES SLC PH I LAN0 NOTE 
WUOS RLC PAYOFF BY SDC 
CURWRITE TERM NOTE 
CORWRRTE RLC 

TEXTRON WAN - PVCC 
LOAN ~ CLUB WEST 

PENSION LIABILITY - WIMRM RESORT 

Lesm BONOS 

PKNSION LIABILITI ~ smmR 

3,332,685 
4,830,474 

1,514,152 OTHER ACCRUW LIABILITIES 
DEFERRED TAXES 
LONG-TERM CUSTOMER DEPOSITS 
CONTRIB PROPERTY RIA ............................................................ 



TOTAL LIT LIASILITIES 

TOTAL LIABILITIES 

MINORITY INTEREST 
SO€ COMMON STOCK 
SDC ADDITIONAL PAID IN CAPITAL 
SOC EARNED SURPLUS-BEGINNINC 
SDC EARNED SURPLUS-CURRENT 
SUSSZDIARY EARNINGS-CURRENT 
SUBSIDIARY EQUITY. 

LPsm 

SMLP ~ 3 5 0 0  
SASI 

PVOC 
CLUB WEST 
HOMEBUILDING 

w v m  JV x i o o o  
COMMERCIAL PROPERTIES x2000 
HIDDEN HIUS 113300 

PALM VALLEY US500  

PANCHO VIUO $6600 
RANCHLAND UTILITY 
CORAL CAlPlON XI900 

TOTAL EQUITY 

TOT- LIABS AND EQUITY 

ACCOUNT DESCRIPTION 

LIASBILITIES : 
................... 

CURRENT LIABILITIES 
AIP h RETENTION 
ACCRUED LIABILITIES 

INTERCOMPM ACCOUNTS' 
LPSCO - SDC 
SHLP - SDC 
SCM-SOC CASH ADVANCES 267 
GH-SDC INTKRCO CAPITAL 265 
wwos-SOC 
CLUB WEST 
CORAL CANYON 
CC W L F  COURSE TO CC DEVELOPMEN? 
RANCHLAND-RANCHO VIEJO 
INTEREST PAYABLE 
SIT NOTES PAYASLE 
$45 MILLION TERM LOAN 

LONG-TERM LIABILITIES 
LONG-TERM NOTES PAYABLE 
W W S  OWES SDC PH I LAND NOTE 
WUOS RLC PAYOFF BY SDC 

CORPORATE RLC 
LPSCO BONDS 

coRmram TERM NOTE 

TEXTRON LOAN - WCC 
LOAN - CLUB WEST 
PENSION LIABILITY - SUNCOR 
PENSION LIABILITY - wicwlul RESORT 
OTHER ACCRUE0 LIABILITIES 
DEFERRED TAXES 
WNO-TERM CUSTOMER DEPOSITS 
CONTRIB PROPERTY AIA 

TOTAL LIT LIABILITIES 

TOTAL LIABILITIES 

MINORITY INTEREST .............. 
SDC COMMON STOCK 
SDC ADDITIONAL PAID IN CWITAL 
SDC EARNED SURPLUS-BEGINNING 
SDC EARNED SURPLUS-CURRENT 
SUBSIDIARY EARNINGS-CURRENT 
SUQSIDIARY EQUITY: 

LPsm 
SASI 
SMLP Y3500  
PVGC 
CLUB WEST 
HOMEBUILDING 
PALM VALLEY ~ 5 5 0 0  
KABUTO Jy 113000 
COMMERCIAL PROPERTIES Y2000 
HIDOEN HILLS m o o  
m a i o  VIEJO ~ 6 6 0 0  
CORAL CANYON ~ 3 9 0 0  
RANCHLAND UTILITY 

TOTAL EQUITY 

TOTAL LIABS AND EQUITY 

ACCOUNT DESCRIPTION 

LIABILITIES: 
................... 

CURRENT LIASILITIES 
AIP L RETENTION 
ACCRUED LIABILITIES 

INTERCOMPANY ACCOUNTS: 
LPSCO - SDC 
SMLP - SDC 
SCM-SDC CASH ADVANCES 267 
GH-SOC INTERCO CAPITAL 265 
WWOS-SOC 
CLUB WEST 
CORAL CANYON 
CC W L F  COURSE TO CC DEVELOPMENT 
PANMLAND-RANMO VIEJO 
INTEREST PAYABLE 
SIT NOTES PAYABLE 
545 MILLION TERM LOAN 
$55 MILLION RLC 
TEXTRON W A N  - WGC 
DEF PROFIT h UNEARNED REVENUE 
PWCC INTERCO PAYASLE 
APS LAND IurERm PAYABLE 

0 0 1.514.152 1,332,685 4,830,474 

3.449.918 s.159.946 6,941,077 l a ,  929.112 2.785.178 
............................................................ 

............................................................ 
(210.2481 7,158.086 151.156.985 4,744,115 3.551.169 ............................................................ 

8,194,053 8.7ii.ii5 6,712,829 18,087,198 153,942,163 
isi==j...==* =j=~i=jm==-. Ili.iiii*==i s % i i i l i ~ = = - I I  --===--s=-*- 

R VIEJO 3900 
JOYCE L C CANYON 

3300 5501 
ICABUTO Jy conn H HILLS ........................................................... 

262,717 
46.428 

612.629 1.113.628 
229.442 

32,619 182.0i6 
81.320 1,336,132 517.221 

192,9071 

96.097 

224.013 ............................................................ 
964,526 116.919 1,521,639 1.129.850 I, 5 6 7 .  083 

962.496 
10,000,000 

363.Q50 

............................................................ 
0 11.325.947 3 0 0 

116,939 12.817.586 1,129,850 1,567.083 961.526 
............................................................ 

i i .  9191 4,796,651 1,396,891 2,607,778 1156,7261 

13,729,227 

............ 
13,727,108 

13.844.247 
............ 
==-.=**==-=- 

84,216,204 
16,460,229 

16,155.869 

27,031,304 

89,012,855 15.857.120 18.763.647 26,874,578 
................................................ 
................................................ 
io1.860.4q1 16,986.970 20,330,730 27.839.104 

..=-==-s-*== **=--=-s*=.s i==*.3=.-.== 

CONSOLIDATING h ELlllINATING ENTRIES .................................................................. 
REF DEBIT REF CREDIT CONSOLIOATED .................................. ............................. 

H 1s. 731 
J 12.492 
B 5.184.808 
A 1,432,265 

E 3,101,379 

Q 92.907 

6.006.056.03 
9,205,082.56 

0 . 0 0  
0 . 0 0  
0 . 0 0  
0 . 0 0  

0 . 0 0  
0 . 0 0  
0 . 0 0  
0 00  
0 . 0 0  

0 . 0 0  
0 . 0 0  

0 . 0 0  
0 . 0 0  

2 1 0 . 4 6 5  06 
0 . 0 0  

o.no 

818,832.84 

0 . 0 0  



LONG-TERII LIABILITIES 
LO=-TERM NOTES PAYABLE 
N W S  ONES SDC PH I LAND NOTB 
N W S  RLC PAYOFF BY SDC 
mRmmz TERM NOTE 
CoRmwz RLC 
LPSCO BDNDS 
TBYTRON LOAN - PVYEE . -. . .. . . .. . . . 
WAN . n u n  wgsT 

O ~ E R  iccnum LIABILITIES 

PENSICU LIABILITY . SUNCOR 
PENSION LIABILITY - W I W W  RESORT 

DEPERRKO TAXES 
LONO-l%W CUSTQWER DEWSITS 
CONTRIB PROPhRTY AIA 

TOTAL L I T  LII \BILITIES 

TOTffi LIABILITIES 

MINORITY INTEREST 
SDC "IWN STOW 
SDC MDITIONAL PAID I N  CAPITAL 

SDC EARNED SURPLUS-CURRENT 
SUBSIDIARY BIRNINGS-CURRENT 
SUBSIDIARY EQUITY: 

SDC E m m  s u R P L u s - a m t w m  

LPSCO 
SAS I 
SMLP #I500 
m c  
;.Lie WEST 
HOllWUILDING 
PALU VALLEY x5500 
warno JV Y ~ O O O  
C M E R C I A L  PROPERTIES L2000 
HXDDUN HILLS L3300 
W C H O  V I W O  116600 
R A N M W  UTILITY 
CORAL CANYON X3900 

TOTAL EQUITY 

TUTAL L I l s s  AND BPUITY 

1,690,933 37 

17,736,865 92.907 17,931,349.86 

0 . 0 0  
0 00 
0 00 

110,000,000 00 
5,215.000 00 
3,332,685 27 
4,830,473 75 
5.415.168 77 
310,840 34 

2.526.236 90 
17.611 00 

4,142,415 6 1  

.__..____.__ __.------------ ._.-_.-_-_-_ 

P 962.496 
P 1 0 , 0 0 0 , 0 0 0  

1,R.Z 16,222,086 5.629.331.34 
1.022.000.00 

1.2 10,592,754 

355,168,521 9* 
(65.374.628.731 
11,539.252.10 

D.P.1,S.U.V.T 31.905.521 L.M.R.Q.Y,Z,AA 1.725.482 0.00 

P,G 
L 
I 
M 
2 
D 
V 
R 
s 
T 
u 
Y 
w 

15,023,162 
961.291 L 

I 
n 

Y 
n 

650,000 
30,920.733 

461.618 

92,325 
42,620 

0 . 0 0  
0 . 0 0  
0 . 0 0  
0 . 0 0  
0 . 0 0  
0 . 0 0  
0 . 0 0  

(0.001 
0 . 0 0  
0 . 0 0  
0 . 0 0  
0 . 0 0  
lO.00~ 



SUNCOR DEVELOPMENT COMPANY 
CONSOLIDATING INCOME STATEMENT 
FOR THE YEAR ENDING DECEMBER 31, 2000 (UNAUDITED) 

SCTS MTN _ _ _ _ _ _ _ _ _ _ _ _  SWCOR 

REVENUES 
Home Sales 
Land Sales 
Commercial Properties 
Utility sales 
Management Fees 

42,691,339 
8,757,862 

845.515 

294.150 

3,323.224 65,146 

____.____--- 

65,146 TOTAL OPERATING REVENUES 

OPERATING EXPENSES 

52,294.776 3,323,224 294.150 

Cost of Homes Sold 
Cost of Land sold 
Commercial Properties 
Utility Expense 
Land Project Costs 
General L Administrative 
Depreciation & Amortization 

17,223,011 
7,886,356 

1,390,663 
11,306.175 
2.103.895 _ _ _ _ _ _ _ - - - - _  
39,910,106 

12,304,670 

250,416 

2,292,872 86,505 
18,155 
59,269 

335,546 - - - _ - - - - - - - -  
2.628,418 

694.006 

327.840 

(33.690) 

TOTAL OPERATING EXPENSES 

NET OPERATING INCOME/(LOSS) 

OTHER INCOME AND GAINS 
Equity in Joint Ventures 
Interest Income 
Other 

2,324,033 
843,509 

1,063,507 
223,432 

3.106 
45.877 

_ _ _ _ _ _ _ _ _ _ _ _  
45,877 4,231,109 TOTAL OTHER INCOME AND GAINS 

INTEREST EXPENSE. NET 

226,537 

Interest Expense 
Less: Capitalized 

307,700 1.700 

_________-_. 

1,780 

575,693 

(565,2861 

Interest 

307.700 TOTAL INTEREST EXPENSE, NET 

INCOME BEFORE TAXES 

Minority Interest 

Income Taxes 

(60,2431 

NET INCOME/ (LOSS) 

HIDDEN 
HILLS 

___.________ 
ACCOUNT DESCRIPTION PVGC GHH 

REVENUES 
Home Saies 
Land sales 
Commercial Properties 
Utility Sales 
Management Fees 

62,417.638 
540,000 4,975.000 

2,112,685 1,936,347 

2,112,685 62,351,630 1,996,347 4,975,000 TOTAL OPERATING REVENUES 

OPERATING EXPENSES 
Cost of Homes Sold 
Cost of Land Sold 
Commercial Properties 
Utility Expense 
Land Project Costs 
General & Administrative 
Depreciation L Amortization 

52,467,030 
400,379 4,060,531 

268.745 
128,731 

300.823 846,272 

2,403,103 
575,122 

__________._ 

3,273,048 

(566,3631 

5,449,460 
552.175 _ _ _ _ _ _ - _ _ _ _ _  

58,869,044 

4,088,594 

774,396 
.______.____ 

1,620,668 

375.679 

4,450.007 

516.393 

TOTAL OPERATING EXPENSES 

NET OPERATING INCOME/[LOSSl 

OTHER INCOME AND GAINS 
Equity in Joint Ventures 
Interest Income 
Other 

6,244 8,350 
207,146 

6,244 

1,008.243 

8.350 TOTAL OTHER INCOME AND GAINS 

INTEREST EXPENSE. NET 
Interest Expense 
Less: Capitalized Interest 

1,008,243 

(626,320) 

TOTAL INTEREST EXPENSE, NET 

INCOME BEFORE TAXES 

Minority Interest 

1952,440) 4,235,740 525,343 

Income Taxes 

5 (952,440) 5 4,295,740 S (626,320) NET INCOME/ (LOSS1 



REVENUES 

TOTAL OPERRTING RNENUES 

OPERATING EXPENSES 

TOTAL OPERATING EXPENSES 

NET OPERATING INCOME1 (LOSS) 

OTHER INCOME AND GAINS 

ACCOUNT DESCRIPTION _ _ _ _ _ _ - - - _ - - - - _ - - _ _  
Home Sales 
Land Sales 
Commercial Properties 
Utility Sales 
Management fees 

TOTAL INTEREST EXPENSE, NET 

INCOME BEFORE TAXES 

6 , 7 4 9 , 9 0 4  

Cost of Homes Sold 4 , 4 2 9 , 0 2 6  1 7 , 3 4 5 , 8 4 9  7 4 . 2 4 1 . 9 0 5  
Cost of Land Sold 1 . 0 8 3 . 2 5 9  4 5 8 , 3 0 6  2 3 , 4 7 5 , 9 0 2  
Commercial Properties 9 , 0 3 3 , 4 5 1  
Utility Expense 2 , 3 7 9 , 3 7 7  
Land Project costs 2 2 , 3 3 1  2 4 1 , 3 9 6  1 , 9 4 1 , 2 9 5  
General 6 Administrative 1 , 5 0 5 , 5 6 1  1 . 9 7 4 . 0 6 7  2 2 , 8 2 6 , 3 6 6  
Depreciation & Amortization 3 1 . 2 0 9  2 4 6 , 0 7 8  4 , 6 5 7 , 3 0 5  

NET INCOME/ (LOSS) 

RANCHO CONSOLIDATED 
VIEJO INCOME _ _ _ _ _ _ _ _ _ _ _ _  _ _ _ - _ - - - - - - -  

21,  8 2 2 , 7 1 9  8 9 , 6 7 9 , 1 3 6  
8 4 7 , 6 5 1  5 0 , 6 5 9 , 3 2 5  

1 3 , 4 6 6 , 8 9 4  
3 , 3 8 8 , 3 7 0  

8 4 5 , 5 1 5  _ _ _ _ _ _ _ _ _ _ _  _ _ _ _ _ _ - - - - - -  
2 2 , 6 7 0 , 3 7 0  1 5 8 , 0 3 9 , 2 4 0  

Equity in Joint 
Interest I n c m e  
Other 

TOTAL OTHER INCOME AND GAINS 

INTEREST EXPENSE, NET 

( 3 2 1 . 4 8 2 )  

Ventures 
7 , 0 6 9  

1 6 , 3 8 4  _ - _ _ - - _ _ _ _ _ -  
23.453 

2 0 , 2 6 5 , 6 9 6  1 3 8 , 5 5 5 , 6 0 1  

2 , 4 0 4 , 6 7 4  1 9 , 4 8 3 , 6 3 3  

2 . 3 2 4 . 0 9 3  
3 7 1  1 . 1 3 4 . 8 5 1  

3 0 , 9 0 3  1 , 3 2 1 . 0 4 6  _ - _ _ - - _ - - - - -  _ _ _ _ _ _ - - - - - -  
3 1 , 2 7 5  4 , 7 7 9 , 9 9 0  

Interest Expense 
Less: Capitalized Interest _ - - _ _ - _ - _ _ _ _  - _ _ - - - - - - - - -  

Minority Interest 

Incme Taxes 

(298.0301 2 , 4 3 5 , 9 4 9  

1 0 , 6 7 2 , 0 2 8  
( 6 , 2 0 1 , 6 6 8 )  - - - _ _ _ _ - - - - -  
4 , 4 7 0 , 3 6 0  

4 8 9 . 9 7 8  

1 9 , 3 0 3 , 2 9 1  

7 . 7 6 4 , 0 4 0  - - - - _ _ _ - - - - -  
S 1 1 , 5 3 9 , 2 5 1  ...... 1-11-1- 



SUNCOR DEVELOPMENT COMPANY 
CONSOLIDATING BALANCE SHEET 
DECEMBER 2000 CONSOLIDATING & ELIMINATING ENTRIES 

A. SCM INTERCO A/P TO SDC 
SDC A/R FROM SCM 

GH INTERCO CAPITAL FROM SDC - ACQUISITION 
GH INTERCO A/P TO SDC 
SDC A/R FROM GH 

B. HOMEBUILDING CASH ADVANCES FROM SDC 
SDC CASH ADVANCES TO HOMEBUILDING 

C. SCM INTERCO CAPPED INTEREST 
SDC INTERCO INTEREST A/R FROM SCM 

ELIMINATE INTERCO RECEIVABLES/PAYABLES BETWEEN HOMEBUILDING AND SDC 

D. HOMEBUILDING ACCUMULATED EARNINGS 
SDC INVESTMENT IN GH 
SDC DUE DILIGENCE COSTS - GHH ACQUISITION 
SDC INVESTMENT IN SCM 

HOMEBUILDING CURRENT YEAR EARNINGS 

ELIMINATE SDC INVESTMENT IN GOLDEN HERITAGE & SCM 

E. DEFERRED INTERCO PROFIT 
HOME INVENTORY 

ELIMINATE DEFERRED PROFIT ON INTERCO LOT SALES TO HOMEBUILDING 

F. LPSCO COMMON STOCK 
LPSCO PAID IN CAPITAL 
LPSCO EARNINGS - PRIOR 
LPSCO EARNINGS - CURRENT YEAR 
SDC INVESTMENT IN LPSCO - CONTRIB CAPITAL 
SDC INVESTMENT IN LPSCO - EARNINGS 
SDC DEFERRED TAXES DIFFERENTIAL 

ELIMINATE SDC INVESTMENT IN LPSCO 

G. LPSCO LONG-TERM NOTES PAYABLE 
SDC LONG-TERM NOTES RECEIVABLE 

ELIMINATE LPSCO INTERCOMPANY NOTE WITH SDC 

H. LPSCO ACCOUNTS PAYABLE 
SDC ACCOUNTS RECEIVABLE 

ELIMINATE LPSCO INTERCOMPANY A/R WITH SDC 

I. SMLP CONTRIBUTED CAPITAL - MINORITY INT 
SMLP CONTRIBUTED CAPITAL - SDC GP 

SMLP CONTRIBUTED CAPITAL - SDC LP 

SMLP EARNINGS - PRIOR 
SMLP EARNINGS - CURRENT YEAR 
MINORITY INTEREST CONTRIBUTED CAPITAL 

SMLP DISTRIBUTED CAPITAL - SDC GP 

SMLP DISTRIBUTED CAPITAL - SDC LP 

MINORITY INTEREST - PRIOR ( 3 5 % )  
MINORITY INTEREST - CURRENT YEAR (35%) 
SDC INVESTMENT IN SMLP - LP 

SDC INVESTMENT IN SMLP - GP 

SDC INVESTMENT IN SMLP - EARNINGS 

SDC DISTRIBUTIONS FROM SMLP - LP 
SDC DISTRIBUTIONS FROM SMLP - GP 

SDC LAND BASIS DIFFERENTIAL 

ELIMINATE SDC INVESTMENT IN SMLP #3500 

J. SMLP ACCOUNTS PAYABLE 
SDC ACCOUNTS RECEIVABLE 

DEBIT CREDIT 
_ _ - - - - - - - _ _ _ _  _ _ _ _ _ _ _ _ - - - - -  

$6,881,947.37 
$6,881,947.37 

$1,432,265.22 
$1,202,697.24 

$2,634.962.43 

$5,184,807.73 
$5,184,807.73 

$5.748.529.44 
$5.748.529.47 

$2,878,324.34 
$6,640,235.87 

$ 517,849.94 
$4,279.761.47 

$3,101,378.61 
$3,101,378.61 

X 78,200.00 
13,128,556.85 
1,516.705.00 

365,081.67 1 0 
13,206,756.86 
1,881,048.20 

X 300,000.00 
300,000.00 

15,730.51 
15,730.51 

X 10,507,O40.00 

13,483,361.00 

6,930,332.00 

490,147.01 

2,100,000.00 

31,817,353.69 
45,973.27 

10,507,040.00 
11,710,226.79 

16,090.64 
2,100,000.00 

490,147.01 

20,137,009.52 

6,955,259.26 

13,458,433.74 

X 12,491.79 
12,491.79 



SUNCOR DEVELOPMENT COMPANY 
CONSOLIDATING BALANCE SHEET 
DECEMBER 2000 CONSOLIDATING & ELIMINATING ENTRIES 

L. 

M. 

N. 

0. 

P. 

Q. 

R. 

S .  

ELIMINATE SMLP INTERCOMPANY AIR WITH SDC AND HOMEBUILDING (PREMIUMS) 

SASI CONTRIBUTED CAPITAL 
SASI CAPITAL DISTRIBUTIONS 
SASI EARNINGS - PRIOR YEARS 
SASI EARNINGS - CURRENT YEAR 
PV INVESTMENT IN SASI - CONTRIB CAPITAL 

PV INVESTMENT IN SASI - DISTRIBUTIONS 
PV INVESTMENT IN SASI - EARNINGS 

ELIMINATE PALM VALLEY INVESTMENT IN SASI 

PVGC BOOKS - SDC CONTRIBUTED CAPITAL 
PVGC EARNINGS - PRIOR YEARS 
PVGC EARNINGS - CURRENT 
SDC INVESTMENT IN PVGC - EARNINGS 
SDC INVESTMENT IN PVGC - CONTRIB CAPITAL 

ELIMINATE SDC INVESTMENT IN PALM VALLEY GOLF 

SDC CONTRIB. CAPXTAL TO PVGC 
PVGC ACCOUNTS RECEIVABLE 

INTENTIONALLY LEFT BLANK. 

WWOS INTEREST PAYABLE - RLC 
SDC INTEREST RECEIVABLE - PHASE 1 LAND 
SDC INTEREST RECEIVABLE - RLC 

WWOS NOTES PAYABLE - PHASE 1 LAND 
SDC NOTES RECEIVABLE ~ PHASE 1 LAND 

WWOS NOTES PAYABLE - RLC 
SDC NOTES RECEIVABLE - RLC 

ELIMINATE WWOS INTERCOMPANY NOTES AND INTEREST WITH SDC 

WWOS ACCOUNTS PAYABLE 
SDC ACCOUNTS RECEIVABLE 

ELIMINATE WWOS INTERCOMPANY A/R WITH SDC 

KABUTO CONTRIBUTED CAPITAL - SDC 
KABUTO CONTRIBUTED CAPITAL - KABUTO 
KABUTO CURRENT PERIOD EARNINGS 
MINORITY INTEREST 
SDC INVESTMENT IN KABUTO - CONTR CAPITAL 
SDC INVESTMENT IN KABUTO - EARNINGS 

ELIMINATE SDC INVESTMENT IN KABUTO JV #3000 

COMMERCIAL OPS CONTRIBUTED CAPITAL 
COMMERCIAL EARNINGS - PRIOR 
COMMERCIAL EARNINGS - CURRENT YEAR 
SDC INVEST IN GEN COMMERCIAL OPS - EARNINGS 

SDC INVEST IN GEN COMMERCIAL OPS - CONT CAPITAL 
SDC INVEST IN HAYDEN FERRY LAKESIDE 
SDC INVESTMENT IN OUTER LIMITS - PURCHASE 
SDC INVESTMENT IN FIDDLE (SCOTTS) - CONT CAPITAL 
SDC INVESTMENT IN FIDDLE (SCOTTS) - EARNINGS 
SDC INVESTMENT IN FUNTASTICKS - CONT CAPITAL 
SDC INVESTMENT IN FUNTASTICKS - EARNINGS 
SDC INVESTMENT IN FIDDLE (TEMPE) - CONT CAPITAL 
SDC INVESTMENT IN FIDDLE (TEMPE) - EARNINGS 
SDC INVESTMENT IN APS PROPERTIES - EARNINGS 
SDC INVESTMENT IN BLACK CANYON CP - EARNINGS 
SDC INVESTMENT IN PV MARKETPLACE - EARNINGS 
SDC INVESTMENT IN PV PAVILIONS - EARNINGS 

489,023.22 

472,267.95 

650,000.00 

6,158,173.14 

1,414,057.67 

650,000.00 

76,048.00 
489,023.22 

396,219.95 

461,617.51 
952,440.16 

6,158,173.14 

4,940,770.42 
4,940,770.42 

96.097.45 

962 I 496.44 

10,000.000.00 

92,906.63 

21,834,16 
74,263.29 

962,496.44 

10,000.000.00 

t 

92.906.63 

9,610,458.25 
4,118, 768.30 

1,918.95 
4,118,768.30 
9,610,458.25 

1,918.95 

74,021,688.26 
10,194,516.13 
4,796,650.73 

4,222,681.73 
75,133.507.87 
3,013,509.35 
1,822,514.94 

3,761,778.75 
632,086.48 
475.281.57 

1,708,971.07 
621,866.50 

1,304,459.03 
422,039.77 
741,505.80 

3,473,608.17 
3,821,321.75 



SUNCOR DEVELOPMENT COMPANY 
CONSOLIDATING BALANCE SHEET 
DECEMBER 2000 CONSOLIDATING & ELIMINATING ENTRIES 

T. 

z. 

SDC INVESTMENT IN DYSART/MCDOWELL CENTER 
SDC INVESTMENT IN PV CROSSING 
SDC INVESTMENT IN PV OFFICE PARK 
SDC INVESTMENT IN METROCENTER 
SDC INVESTMENT IN RESTORATION PALACE 
SDC INVESTMENT IN LITCHFIELD PARK OPS 
SDC INVESTMENT IN AUTOPLEX 
SDC INVESTMENT IN TALAVI - EARNINGS 
SDC INVESTMENT IN W O S  - EARNINGS 
SDC INVESTMENT IN LP PROF. PLAZA ~ EARNINGS 

ELIMINATE SDC INVESTMENT IN COMMERCIAL OPERATIONS R2000 

HIDDEN HILLS SDC CONTRIBUTED CAPITAL 
GLAZ CONTRIBUTED CAPITAL, NET 
GLAZ INVESTMENT IN HIDDEN HILLS - CONT CAPITAL 
HIDDEN HILLS EARNINGS - PRIOR 
HIDDEN HILLS EARNINGS - CURRENT YEAR 

SDC INVESTMENT IN HIDDEN HILLS - EARNINGS 
SDC INVESTMENT IN HIDDEN HILLS - CONT CAPITAL 

ELIMINATE SDC INVESTMENT IN HIDDEN HILLS JV IF3300 

SDC INVESTMENT IN RANCHO VIEJO - EARNINGS 

RANCHO VIEJO CONTRIBUTED CAPITAL 
SDC INVESTMENT IN RANCHO VIEJO - CAPITAL 

RANCHO VIEJO EARNINGS - PRIOR 
RANCHO VIEJO EARNINGS - CURRENT YEAR 

ELIMINATE SDC INVESTMENT IN RANCHO VIEJO JV #6600 

PV CONTRIBUTED CAPITAL 
PV EARNINGS - PRIOR 
PV EARNINGS - CURRENT YEAR 
SDC INVESTMENT IN PALM VALLEY - EARNINGS 
SDC INVESTMENT IN PALM VALLEY - DEVELOP 

ELIXINATE SDC INVESTMENT IN PALM VALLEY 115500 

CORA; CANYON CONTRIBUTED CAPITAL 
CORAL CANYON - PRIOR 
CORAL CANYON - CURRENT YEAR 

SDC INVESTMENT IN CORAL CANYON ~ DEVELOP 
SDC INVESTMENT IN CORAL CANYON ~ EARNINGS 

CORAL CANYON ACCOUNTS PAYASLE 
CORAL CANYON INTERCOMPANY INVOICES 

SDC ACCOUNTS RECEIVABLE 

ELIMINATE SDC INVESTMENT IN CORAL CANYON d3900 

RANCHLAND - CURRENT YEAR 
RANCHLAND - PRIOR YEARS EARNINGS 
RANCHLAND - CONTRIBUTED CAPITAL 
RANCHLAND - DUE TO/FROM RANCHO VIEJO 

RANCHO INVESTMENT IN RANCHLAND UTILTY-CA1ITAL 
SOC INVESTMENT IN RL UTILTY-EARNINGS PRIOR 
SDC INVESTMENT IN RL UTILTY-EARNINGS CURRENT 
RANCHO - DUE TO/FROM RANCHLAND UTILITIES 

ELIMINATE RANCHO INVESTMENT IN RANCHLAND UTILITY 

CLUB WEST . MINORITY INTEREST 
CLUB WEST ~ SDC CONTRIBUTED CAPITAL 
CLUB WEST - CURRENT YEAR EARNINGS 
CLUE WEST - PRIOR EARNINGS 
CLUE WEST - INTERCOMPANY WITH SDC 
MINORITY INTEREST-32a 
SDC INVESTMENT - EARNINGS 
SDC INVESTMENT - CAPITAL 
CWGC CONTRIBUTED CAPITAL ~ MINORITY INT 
SDC INTERCOMPANY WITH CLUB WEST 

178,046.92 

148,809.37 
221,422.43 

1,319,039.52 

X 9,898,479.18 
4,474.530.28 

87,219.79 
1,396,891.01 

X 

14,826,853.90 
1,329,014.88 
2,607,778.40 

CREDIT 
.---__--_---- 

872,111.61 
1,306,478.79 

247,225.04 
281,410.66 

168,239.27 

6,875.56 

4,474,530.28 

1,484,110.80 
9.898.478.90 

3,936,793.89 
14,826,853.90 

X 118,191.627.22 
14,551.973.51 
18,413,384.22 

27,073,924.12 
42,620.30 

156,726.00 
27,073,923.10 

199,345.28 

655,380.98 
5,708.26 

650,044.04 

60,243.14 
92,325.37 

1,109,211.60 
176,174.00 

1,109.211.60 
92,325.37 
59.775.62 

177.219.76 

377.000.00 
3,442,026.39 

267.857.48 

221,941.29 
85,714.39 

182,143.09 
3,442,026.39 

377,000.00 
221,941.29 



SUNCOR DEVELOPMENT COMPANY 
CONSOLIDATING BALANCE SHEET 
DECEMBER 2000 CONSOLIDATING & ELIMINATING ENTRIES 

ELIMINATE SDC INVESTMENT IN CLUB WEST 

AA CORAL CANYON GOLF - CURRENT YEAR EARNINGS 
CORAL CANYON GOLF COURSE - INTERCOMPANY WITH CORAL CANYON DEVELOPMENT 
CORAL CANYON DEVELOPMENT - INTERCOMPANY WITH CORAL CANYON GOLF COURSE 

SDC INVESTMENT EARNINGS 

ELIMINATE SDC INVESTMENT IN CORAL CANYON GOLF CLUB 

6 , 8 4 0 , 6 7 3 . 3 6  210,248.19 

6 , 8 4 0 , 6 7 3 . 0 0  

5 4 , 8 0 9 . 4 0  
54 ,809.40  

20a.745.93  
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Adopted November 9, 1939 a File No. 69-306 

SECURITIES AND EXCHANGE COMMISSION 
Washington, D.C. 

FORM U-3A-2 

STATEMENT BY HOLDING COMPANY 

FROM THE PROVISIONS OF THE 
PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 

CLAIMING EXEMPTION UNDER RULE U-3A-2 

To Be Filed Annually Prior to March 1 

Pinnacle West Capital Corporation 

(Name of Company) 
- - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -  

hereby files with the Securities and Exchange Commission, pursuant to Rule 2 ,  
its statement claiming exemption as a holding company from the provisions of the 
Public Utility Holding Company Act of 1935, and submits the following 
information: 



1. NAME, STATE OF ORGANIZATION, LOCATION AND NATURE OF BUSINESS OF CLAIMANT 
AND EVERY SUBSIDIARY THEREOF, OTHER THAN ANY EXEMPT WHOLESALE GENERATOR 
(EWG) OR FOREIGN UTILITY COMPANY IN WHICH CLAIMANT DIRECTLY OR INDIRECTLY 
HOLDS AN INTEREST. 

Pinnacle West Capital Corporation ("Claimantt'), having been incorporated on 
February 20, 1985 under the laws of the State of Arizona, and having its 
principal executive offices at 400 East Van Buren, Suite 700, Phoenix, Arizona 
85004, was organized principally to acquire and hold securities of other 
corporations for investment purposes. The following are the subsidiaries of the 
Claimant: 

a. Arizona Public Service Company (ltAPSIF or the llCompany'f), is engaged 
principally in serving electricity in the State of Arizona. Incorporated in 
1920 under the laws of the State of Arizona and having its principal 
executive offices at 400 North Fifth Street, Phoenix, Arizona 85004, APS 
became a subsidiary of the Claimant pursuant to a corporate restructuring 
plan approved by the Company's shareholders on April 18, 1985. 

(1) AXIOM Power Solutions, Inc. (rlAXIOM'') - -  an Arizona corporation 
having been incorporated on October 29, 1996 and having its principal 
executive offices at 400 E. Van Buren, Phoenix, Arizona 85004, was 
organized primarily to sell security and energy management products 
and services. AXIOM is a wholly-owned subsidiary of APS. 

(2) Bixco, Inc. (ttBixcobt) - -  an Arizona corporation having been 
incorporated on June 4, 1971 and having its principal executive 
offices at 400 North Fifth Street, Phoenix, Arizona 85004, was 
organized primarily to conduct exploration activities for energy 
resources and other valuable minerals. Subsequent to the sale of its 
oil and natural gas properties in 1981, Bixco has been inactive. Bixco 
is a wholly-owned subsidiary of APS. 

b. APS Energy Services Company, Inc. ("APSEStr) - -  an Arizona corporation 
having been incorporated on November 6, 1998 and having its principal 
executive offices at 400 E. Van Buren, Phoenix, Arizona 85004, was 
organized primarily to sell energy, products and services. APSES is a 
wholly-owned subsidiary of the Claimant. 

c. SunCor Development Company ("SunCori') - an Arizona corporation having 
been incorporated on June 30, 1965 and having its 

2 



principal executive offices at 3838 North Central Avenue, Suite 1500, 
Phoenix, Arizona 85012, is a wholly-owned subsidiary of Claimant engaged 
primarily in the owning, holding and development of real property. 

(1) SunCor Resort & Golf Management, Inc. ("Resort & Golf Management') 
(previously named IISunCor Resort Management, Inc." and "SunCor Farms, 
Inc.") - -  an Arizona corporation having been incorporated on December 
31, 1986 and having its principal executive offices at 3838 North 
Central Avenue, Suite 1500, Phoenix, Arizona 85012, operates and 
manages hotel, golf, food and beverage for the Wigwam Resort and 
Country Club, Sedona Golf Resort, SunRidge Canyon Golf Club, Sanctuary 
Gold Club at West World and Palm Valley Golf Club. Resort & Golf 
Management is a wholly-owned subsidiary of SunCor. 

(2) Litchfield Park Service Company (rgLPSC081) - -  an Arizona 
corporation having been incorporated on September 21, 1954 and having 
its principal executive offices at 111 West Wigwam Boulevard, Suite B, 
Litchfield Park, Arizona 85340, is a regulated public utility engaged 
in providing water and sewer services to commercial and residential 
customers. LPSCO became a wholly-owned subsidiary of SunCor on 
December 31,1986. 

(3) Golden Heritage Homes, Inc. ("Golden Heritage Homes") - -  
(previously named "SunCor Homes, Inc. I), 'ILGR, Inc. I) and "WGP Realty, 
Inc.") an Arizona corporation having been incorporated on May 14, 1986 
and having its principal executive offices at 7025 East Greenway 
Parkway, Suite 100, Scottsdale, Arizona 85254, was organized to 
provide brokerage and realty services in the sale of commercial and 
residential real property. Golden Heritage Homes is a wholly-owned 
subsidiary of SunCor. 

(i) Golden Heritage Construction, Inc. ("GH Construction") - -  an 
Arizona corporation having been incorporated on December 30, 1993 
and having its principal executive offices at 3838 North Central 
Avenue, Suite 1500, Phoenix, Arizona 85012, was organized to 
serve as a general residential contractor. GH Construction became 
a wholly-owned 
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subsidiary of Golden Heritage Homes, Inc. on January 

(4) SCM, Inc. ("SCMtl) - -  an Arizona corporation 

1, 1996. 

having been 
incorporated on May 14, 1991 and having its principal executive 
offices at 3838 North Central Avenue, Suite 1500, Phoenix, Arizona 
85012, was organized to participate in real estate joint ventures and 
other real estate related activities. SCM is a wholly-owned subsidiary 
of SunCor. 

(5) Golf de Mexico, S.A. DE C.V. ("Golf de Mexico") - -  a Mexican 
variable capital corporation having been incorporated on February 8, 
1992 in Tijuana, Baja California, Mexico, and having its principal 
executive offices at 3838 North Central Avenue, Suite 1500, Phoenix, 
Arizona 85012, was organized to operate and manage the Real del Mar 
Golf Course in Mexico. Golf de Mexico has been inactive since 1997. 

(6) SunCor Realty & Management Company ("SunCor Realty") - -  
(previously named Russell Ranch Development Company) an Arizona 
corporation having been incorporated on April 1, 1994 and having its 
principal executive offices at 3838 North Central Avenue, Suite 1500, 
Phoenix, Arizona 85012 was organized to participate in real estate 
management and other real estate related activities. SunCor Realty is 
a wholly-owned subsidiary of SunCor. 

(7) Palm Valley Golf Club, Inc. ("Palm Valley Golf") - -  an Arizona 
corporation having been incorporated on January 23, 1996 and having 
its principal executive offices at 3838 North Central Avenue, Suite 
1500, Phoenix, Arizona 85012, was organized to hold title to the Palm 
Valley Golf Course. Palm Valley Golf is a wholly-owned subsidiary of 
SunCor . 
(8) Rancho Viejo de Santa Fe, Inc. ("Rancho Viejo") - -  a New Mexico 
corporation having been incorporated on March 18, 1996 and having its 
principal executive offices at 1590-B Pacheco Street, Santa Fe, N e w  
Mexico 87505, was organized to engage in real estate development in 
New Mexico. Rancho Viego is a wholly-owned subsidiary of SunCor. 

4 



(9) Ranchland Utility Company (ulRanchlandll) - -  a New Mexico 
corporation having been incorporated on September 5, 1997 and having 
its principal executive offices at 1590-B Pacheco Street, Santa Fe, 
New Mexico 8 7 5 0 5  is a waste water utility. Ranchland is a wholly-owned 
subsidiary of Rancho Viejo. 

d. El Dorado Investment Company - -  an Arizona corporation having been 
incorporated on July 27, 1983 and having its principal executive offices at 
400 East Van Buren, Suite 800,  Phoenix, Arizona 85004, is a wholly-owned 
subsidiary of Claimant engaged primarily in the acquisition and holding of 
stocks and securities of other companies for investment purposes. 

e. Pinnacle West Energy Corporation (19PWEC11) - an Arizona corporation 
having been incorporated on September 27, 1999, and having its principal 
executive offices at 400 North Fifth Street, Phoenix, Arizona 85004,  was 
organized primarily for the development, production and sale of wholesale 
energy. PWEC is a wholly-owned subsidiary of the Claimant. 

2. A BRIEF DESCRIPTION OF THE PROPERTIES OF CLAIMANT AND EACH OF ITS 
SUBSIDIARY PUBLIC UTILITY COMPANIES USED FOR THE GENERATION, TRANSMISSION 
AND DISTRIBUTION OF ELECTRIC ENERGY FOR SALE, OR FOR THE PRODUCTION, 
TRANSMISSION AND DISTRIBUTION OF NATURAL OR MANUFACTURED GAS, INDICATING 
THE LOCATION OF PRINCIPAL GENERATING PLANTS, TRANSMISSION LINES, PRODUCING 
FIELDS, GAS MANUFACTURING PLANTS AND ELECTRIC AND GAS DISTRIBUTION 
FACILITIES, INCLUDING ALL SUCH PROPERTIES WHICH ARE OUTSIDE THE STATE IN 
WHICH CLAIMANT AND ITS SUBSIDIARIES ARE ORGANIZED AND ALL TRANSMISSION OR 
PIPELINES WHICH DELIVER OR RECEIVE ELECTRIC ENERGY OR GAS AT THE BORDERS OF 
SUCH STATE. 

Neither the Claimant nor any of its subsidiaries own property used for the 
production, transmission and distribution of natural or manufactured gas. APS, a 
“public utility company” as that term is defined in the Public Utility Holding 
Company Act of 1935, is the only one of Claimant’s subsidiaries that owns 
property used for the generation, transmission and distribution of electric 
energy for sale. 

0 
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Exhibit D attached hereto shows the location of APSI major generating 
plants (including those owned jointly with others), principal transmission lines 
(including those operated for others) and interconnections of transmission lines 
with out-of-state utilities at state lines. All of such facilities, except the 
Four Corners Generating Station (IIFour Cornersg1), and all of APS' distribution 
facilities, are located within the State of Arizona. Four Corners is a 
mine-mouth power plant, located in the northwest corner of New Mexico, near the 
city of Farmington, approximately 40 miles east of the Arizona-New Mexico 
border. 

APS' present generating facilities have an accredited capacity aggregating 
3,986,900 kilowatts, comprised as follows: 

Coal : 

Units 1, 2 and 3 at Four Corners, 

15% owned Units 4 and 5 at Four Corners, 

Units 1, 2, and 3 at the Cholla Plant, 

14% owned Units 1, 2 and 3 at the Navajo 

aggregating ................................................. 
representing ................................................ 
aggregating ................................................. 
Plant, representing ......................................... 

Gas or Oil: 
Two steam units at Ocotillo and two steam 

Eleven combustion turbine units, 

Three combined cycle units, 

units at Saguaro, aggregating ............................... 
aggregating . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
aggregating . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Nuclear: 
29.1 % owned or leased Units 1, 2 and 3 
at Palo Verde, representing 

Other 

- - - - - - - - - -  
(1) West Phoenix steam units (108,300 kw) are currently mothballed. 
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APS' transmission facilities consist of approximately 5,273 pole miles of 
overhead lines and approximately 23 miles of underground lines, all of which are 
located within the State of Arizona. APS' distribution facilities consist of 
approximately 11,541 pole miles of overhead lines and approximately 10,711 miles 
of underground lines, all of which are located within the State of Arizona. 

3. THE FOLLOWING INFORMATION FOR THE LAST CALENDAR YEAR WITH RESPECT TO 
CLAIMANT AND EACH OF ITS SUBSIDIARY PUBLIC UTILITY COMPANIES: 

(DATA IS NOT MAINTAINED IN A FORMAT IDENTIFYING THE STATE IN WHICH THE SALES AND 
PURCHASES ARE MADE OR THE AMOUNT OF THEIR ASSOCIATED REVENUES OR EXPENSES.) 

a. NUMBER OF KWH OF ELECTRIC ENERGY SOLD (AT RETAIL OR WHOLESALE), AND 
MCF. OF NATURAL OR MANUFACTURED GAS DISTRIBUTED AT RETAIL. 

36,768,404,000 kwh of electric energy sold at wholesale or 
retail 

0 Mcf. of natural or manufactured gas distributed at 
wholesale or retail 

b. NUMBER OF KWH OF ELECTRIC ENERGY AND MCF. OF NATURAL OR 
MANUFACTURED GAS DISTRIBUTED AT RETAIL OUTSIDE THE STATE IN WHICH EACH SUCH 
COMPANY IS ORGANIZED. 

73,792,000 kwh of electric energy was distributed at retail 
outside Arizona 

0 Mcf. of natural or manufactured gas distributed at retail 
outside Arizona 
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C. NUMBER OF KWH OF ELECTRIC ENERGY AND MCF. OF NATURAL OR 
MANUFACTURED GAS SOLD AT WHOLESALE OUTSIDE THE STATE IN WHICH EACH SUCH 
COMPANY IS ORGANIZED, OR AT THE STATE LINE. 

964,100 kwh of electric energy was sold at wholesale outside 
Arizona or at state line (excluding power marketing 
activities). 

0 Mcf. of natural or manufactured gas sold at wholesale 
outside Arizona or at state line (excluding power marketing 
activities). 

d. NUMBER OF KWH OF ELECTRIC ENERGY AND MCF. OF NATURAL OR 
MANUFACTURED GAS PURCHASED OUTSIDE THE STATE IN WHICH EACH SUCH COMPANY IS 
ORGANIZED OR AT THE STATE LINE. 

1,337,740,000 kwh of electric energy was purchased outside 
Arizona or at state line (excluding power marketing 
activities). 

23,829,168 Mcf. of natural or manufactured gas purchased 
outside Arizona or at state line (excluding power marketing 
activities). 

4. THE FOLLOWING INFORMATION FOR THE REPORTING PERIOD WITH RESPECT TO CLAIMANT 
AND EACH INTEREST IT HOLDS DIRECTLY OR INDIRECTLY IN AN EWG OR A FOREIGN 
UTILITY COMPANY, STATING MONETARY AMOUNTS IN UNITED STATES DOLLARS: 

The Claimant holds no interest, direct or indirect, in an EWG or a foreign 
utility company. 

a. NAME, LOCATION, BUSINESS ADDRESS AND DESCRIPTION OF THE FACILITIES 
USED BY THE EWG OR FOREIGN UTILITY COMPANY FOR THE GENERATION, TRANSMISSION 
AND DISTRIBUTION OF ELECTRIC ENERGY FOR SALE OR FOR THE DISTRIBUTION AT 
RETAIL OF NATURAL OR MANUFACTURED GAS. 

Not applicable. 

b. NAME OF EACH SYSTEM COMPANY THAT HOLDS AN INTEREST IN SUCH 
FOREIGN UTILITY COMPANY; AND DESCRIPTION OF THE INTEREST HELD. 

Not applicable. 

c. TYPE AND AMOUNT OF CAPITAL INVESTED, DIRECTLY OR INDIRECTLY, 
HOLDING COMPANY CLAIMING EXEMPTION; ANY DIRECT OR INDIRECT GUARANTEE 

a 

EWG OR 

BY THE 



OF THE SECURITY OF THE EWG OR FOREIGN UTILITY COMPANY BY THE HOLDING 
COMPANY CLAIMING EXEMPTION; AND ANY DEBT OR OTHER FINANCIAL OBLIGATION FOR 
WHICH THERE IS RECOURSE, DIRECTLY OR INDIRECTLY, TO THE HOLDING COMPANY 
CLAIMING EXEMPTION OR ANOTHER SYSTEM COMPANY, OTHER THAN THE EWG OR FOREIGN 
UTILITY COMPANY. 

Not applicable. 

d. CAPITALIZATION AND EARNINGS OF THE EWG OR FOREIGN UTILITY COMPANY 
DURING THE REPORTING PERIOD. 

Not applicable. 

e. IDENTIFY ANY SERVICE, SALES OR CONSTRUCTION CONTRACT(S) BETWEEN THE 
EWG OR FOREIGN UTILITY COMPANY AND A SYSTEM COMPANY, AND DESCRIBE THE 
SERVICES TO BE RENDERED OR GOODS SOLD AND FEES OR REVENUES UNDER SUCH 
AGREEMENT ( S ) . 

Not applicable. 
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EXHIBIT A 

A CONSOLIDATING STATEMENT OF INCOME AND SURPLUS OF THE CLAIMANT AND ITS 
SUBSIDIARY COMPANIES FOR THE LAST CALENDAR YEAR, TOGETHER WITH A CONSOLIDATING 
BALANCE SHEET OF CLAIMANT AND ITS SUBSIDIARY COMPANIES AS OF THE CLOSE OF SUCH 
CALENDAR YEAR. 

Exhibit A hereto includes consolidating statements of income and 
consolidating balance sheets for the Claimant and the following of its 
subsidiaries: Arizona Public Service Company, SunCor Development Company, El 
Dorado Investment Company, and APS Energy Services Company, Inc. Subsidiaries 
have been consolidated for financial reporting purposes in accordance with 
Statement of Financial Accounting Standards No. 94, Consolidation of All 
Majority-owned Subsidiaries. Also included are consolidating statements of 
income and consolidating balance sheets for SunCor Development Company and its 
subsidiaries. 
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EXHIBIT B FINANCIAL DATA STATEMENT 

IF, AT THE TIME A REPORT ON THIS FORM IS FILED, THE REGISTRANT IS REQUIRED TO 
SUBMIT THIS REPORT AND ANY AMENDMENTS THERETO ELECTRONICALLY VIA EDGAR, THE 
REGISTRANT SHALL FURNISH A FINANCIAL DATA SCHEDULE. THE SCHEDULE SHALL SET FORTH 
THE FINANCIAL AND OTHER DATA SPECIFIED BELOW THAT ARE APPLICABLE TO THE 
REGISTRANT ON A CONSOLIDATED BASIS. 

1. TOTAL ASSETS. 

2. TOTAL OPERATING REVENUES. 

3 .  NET INCOME. 

See Exhibit B here to .  
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EXHIBIT C 

AN ORGANIZATIONAL CHART SHOWTNG THE RELATIONSHIP OF EACH EWG OR FOREIGN 
UTILITY COMPANY TO ASSOCIATE COMPANIES IN THE HOLDING-COMPANY SYSTEM. 

Not applicable. 
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EXHIBIT D 

In accordance with Item 304 of Regulation S-T of the Securities Exchange 
Act of 1934, APSI Service Territory map contained as Exhibit D to this Form 
U-3A-2 is a map of the State of Arizona showing APS' service area, the location 
of its major power plants and principal transmission lines, and the location of 
transmission lines operated by APS for others. The major power plants shown on 
such map are the Navajo Generating Station located in Coconino County, Arizona; 
the Four Corners Power Plant located near Farmington, New Mexico; the Cholla 
Power Plant, located in Navajo County, Arizona; the Yucca Power Plant, located 
near Yuma, Arizona; and the Palo Verde Nuclear Generating Station, located about 
55 miles west of Phoenix, Arizona (each of which plants is reflected on such map 
as being jointly owned with other utilities), as well as the Ocotillo Power 
Plant and West Phoenix Power Plant, each located near Phoenix, Arizona, and the 
Saguaro Power Plant, located near Tucson, Arizona. APS' major transmission lines 
shown on such map are reflected as running between the power plants named above 
and certain major cities in the State of Arizona. The transmission lines 
operated for others shown on such map are reflected as running from the Four 
Corners Plant through a portion of northern Arizona to the California border. 
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The above-named Claimant has caused this statement to be duly executed on 
its behalf by its authorized officer on this 29th day of February, 2000. 

Pinnacle West Capital corporation 

(Name of Claimant) 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

[CORPORATE SEAL] 

Attest: 

Suzanne Debes 

Suzanne Debes 
Associate Secretary 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Name, title and address of officer to whom notices and correspondence concerning 
this statement should be addressed: 

Barbara M. Gomez 

(Name 1 
- - - - - - - - - - - - - - - -  

400 North Fifth Street, Station 9996, Phoenix, Arizona 85004 

(Address ) 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
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PINNACLE WEST CAPITAL CORPORATION 
EXHIBIT B 
FINANCIAL DATA SCHEDULE 
HOLDING COMPANY REPORT 
12/31/99 

The Claimant submits the following consolidated financial information: 

1 Total Assets: $6,608,506,000 

2 Total Operating Revenues: $2,423,353,000 

3 Net Income: $ 167,887,000 



PINNACLE WEST CAPITAL CORPORATION 
CONSOLIDATING BALANCE SHEET (UNAUDITED) 
DECEMBER 31, 1999 
(THOUSANDS OF DOLLARS) 

ASSETS 

CURRENT ASSETS 
Cash and cash equivalents 
Customer and other receivables 
Accrued utility revenue 
Materials and supplies 
Fossil fuel 
Deferred income taxes 
Other current assets 

Total current assets 

INVESTMENTS AND OTHER ASSETS 

net 
S 2,057 

496 

0 
290 

s 7,477 
235,851 
72,919 
69,977 
21,869 
8,163 
30,885 

s 7,900 
7,277 

8.000 
30,118 

S 2,863 
2,746 

0 
0 

Real estate investments, net (cap interest) 1145.1 343.747 
2,349,257 208,457 9,020 31,006 Other assets 

Total investments and other 

PROPERTY, PLANT AND EQUIPMENT 
plant in service 
Nuclear Fuel 
Construction work in progress 

Total 
Less accumulated depreciation and amortization 

Net Property, Plant and Equipment 

DEFERRED DEBITS 
Deferred income taxes 
Regulatory assets 
Other deferred debits 

Total deferred debits 

TOTAL ASSETS 

ASSETS 

CURRENT ASSETS 
Cash and cash equivalents 
Customer and other receivables 
Accrued Utility revenue 
Materials and supplies 
Fossil fuel 
Deferred income taxes 
Other current assets 

net 

Total current assets 

INVESTMENTS AND OTHER ASSETS 
Real estate investments, net (cap interest) 1145 1 
Other assets 

20,273 4.753.411 

1.009 708.615 36,083 0 

S 408 s 20.705 
1,904 (b,d,l,p,q) 244,599 

72,919 
69,977 
21,869 

8.000 ( 0 )  8,163 
731 (c) 60,562 

133 --in1 

541 0 10,635 498,794 

5,45O(fI 4,904 le1 344,293 
2,330.282 (a, f, h,m, nl 267,458 

0 5.450 2,335.186 611,751 
________________________________________----------~---.--- 

Total investments and other 

PROPERTY, PLANT AND EQUIPMENT 
plant i n  service 73 9 7,546,314 
Nuclear Fuel 49,114 

4,245 209,281 Construction work in progress . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Total 4.984 7,804.709 

Less accumulated depreciation and amortization 153 3,026.194 

Net Property, Plant and Equipment 

DEFERRED DEBITS 
Deferred income taxes 
Re9ulatory assets 
other deferred debits 

TOTRL ASSETS 

Total deferred debits 



PINNACLE WEST CAPITAL CORPORATION 
CONSOLIDATING BALANCE SHEET 

(THOUSANDS OF DOLLARS) 
December 31, 1999 

LIABIITIES AND EQUITY 

CURRENT LIABILITIES 
Accounts payable 
Accrued caxes 
Accrued interesc 
Dividend payable 
short-term borrowings 
Comnerical paper, nec 
Current macurities of long-term debt 
Deferred fuel 
Cuscomer Deposics 
Ocher current liabilities 

Total current liabilities 

NON-CURRENT LIABILITIES 
Long-term debt less current maturities 

Total 

DEFERRED CREDITS AND OTHER 
Deferred inccme caxes 
Deferred investment tax credit 2123.1 
Unamortized gain-sale of utility plant 
Other deferred credirs 

Total deferred credits 

COMMITMENTS AND CONTINGENCIES (NOTE) 

MINORITY INTERESTS: 
Joinc Ventures of SunCox 

COMMON STOCK EQUITY: 
Common stock 
nccumulaced deficit 

Tocal 

TOTAL LIABILXTIES AND EQUITY 

LIABIITIES AND EQUITY 

CURRENT LIABILITIES 
Accounts payable 
Accrued taxes 
Accrued interest 
Dividend payable 
Short-term borrowings 
Commerical paper, net 
Current macurities of long-term debt 
Deferred fuel 
Customer Deposits 
Ocher current IiabilitLes 

Tocal current liabilities 

NON-CURRENT LIABILITIES 
Long-term debt less current maturities 

Total 

DEFERRED CREDITS AND OTHER 
Deferred income taxes 
Deferred investment tax credit 2123 1 
Unamortized gam-sale of utility plant 
Other deferred credits 

Total deterred credits 

COMMITMENTS AND CONTINGENCIES (NOTE) 

MINORITY INTERESTS. 
Joint Ventures of SunCor 

COMMON STOCK EQUITY 
Common stock 
Accumulated deficit 

Total 

TOTAL LIABILITIES AND EQUITY 

$ 2,409 S 170.663 S 11,200 5 88 
62,858 8 

277 32,299 677 _ _  _ -  - -  _ _  _ _  38,300 
114.711 87 

24,682 1,416 
3,839 26.248 1,292 361 

6,525 469,761 14,672 457 
_ _ . _ _ _ _ _ _ _ _ _ _ _ ^ _ _ _ _ _ - - - - - - - - . - - - - - - - - - - - - - - - - -  

________________________________________- - - - - -  
106.000 1,997,400 102,652 

106.000 1,997,400 102,652 - _  

4.904 

ENERGY 'ELIMINATIONS' 
SERVICES DEBIT CREDiT 

S 3,118 $ 954 (1.~1 
32 (k, i l  (7,6121 (kl 

(d) 
(ml 

'i 

TOTAL 

s 186,524 
70.510 
33,253 

0 
0 

38,300 
114,798 

0 
26.098 
26,007 

4,904 ( e )  

11,444 2.313.948 la) 
(9.190) 

0 

1,537,449 
(10.879) (a1 668,284 



PINNACLE WEST CAPITAL CORPORATION 
CONSOLIDATED BALANCE SHEET 
ELIMINATING AND ADJUSTING ENTRIES 

(a) Common stock 
Accumulated deficit 
Other investments 

To eliminate PNW investment in subsidiaries 

APS 
Energy Services 
SunCor 
El Dorado 

Total 

(b) Other current liabilities 
Customer and other receivables - net 

To eliminate intercompany receivables/payables 

APS 
Energy Services 
SunCor 
El Dorado 

Total 

(c) Other current liabilities 
. Other current assets 

To eliminate PNW payable to APS 

(e) Minority interest 
Real estate investments - net 

To eliminate minority interest of SunCor JV partners 

(f) Real estate investments - net 
Other - assets 

To reclass PNW capitalized interest related to SunCor 

$2,313,948 
$ 10,879 

2,324,027 

$ 4 96 
S 4 96 

I 

$ 731 
$ 731 

$ 4,904 
$ 4,904 

$ 5,450 
$ 5,450 



(g) Other current liabilities 
Other deferred credits 

To reclass PNW deferred comp to long-term 

(h) Other deferred debits 
Other - assets 

To relcass PNW unamortized debt to long-term 

(i) Accounts payable 
Accrued taxes 

To relcass PNW property tax 

( j )  Deferred investment tax credit 
Other deferred debits 

To relcass PNW I T C  from Deferred taxes to Deferred ITC 

(k) Accrued taxes 
Other deferred debits 

To relcass PNW accrued taxes 

( 0 )  Deferred income taxes-current portion 
Deferred income taxes-noncurrent portion 

Deferred income taxes 

(p) Energy Services due to APS 
APS due from Energy Services 

(q) Other current liabilities 
Other receivables 

$ 4 , 0 2 0  
$ 4 , 0 2 0  

$ 5 
$ 

$ 32 
$ 

5 

3 2  

$ 1 , 0 0 9  
$ 1 , 0 0 9  

$ 8,000 
2 5 , 2 5 7  

$ 3 3 , 2 5 7  

$ 9 2 2  
$ 922 

$ 4 8 6  



PINNACLE WEST CAPITAL CORPORATION 
CONSOLIDATING INCOME STATEMENT (UNAUDITED) 
FOR THE PERIOD ENDED DECEMBER 31, 1999 
(THOUSANDS OF DOLLARS) 

OPERATING REVENUES: 
Electric 
Real Estate 

Total 

FUEL EXPENSES: 
Fuel for electric generation 
Purchased power 

Total 

OPERATING EXPENSES. 
Utility operations and maintenance 
Real estate operations 
Depreciation and amortization 
Taxes other than income taxes 

Total 

OPERATING INCOME 

OTHER INCOME (DEDUCTIONS): 

$2,292.798 
130.169 

243,849 
551.645 

Interest on lone-term debt 
Other int 

- -  (5,661) (132,676) (8.058) 
(517) (15.5951 _ _  _ -  
240 6.679 4,745 

(1,016) 
132.814 (11.537) 5,185 19.257 

- - ~ - &  --- ---- .~. 
~... _..:erest 

Capitalized interest 
Preferred stock dividend requirements 
Other, net 

Total 

Income from continuing operations b4 rncome taxes 
Income Tax Expense (Benefit) 

Income from continuing operations 
Extraordinary charge 
discontinued operations 

NET INCOME (LOSS) 

126.876 (154.145) 1,872 19,257 

126,610 426,794 10,144 19,257 
(3.277) 159,488 4.080 7,774 

OPERATING REVENUES: 
Electric 
Real Estate 

386 S - -  ( f )  2,293,184 
130,169 

Total 

FUEL EXPENSES. 
Fuel Lor electric generation 
Purchased power 

Total 

OPERATING EXPENSES 
Utility operations and maintenance 
Real estate operations 
Oepreciation and amrtization 
Taxes other than income taxes 

Total 

OPERATING INCOME 

OTHER INCOME (DEDUCTIONS). 

Interest on long-term debt 
Other interest 
Capitalized interest 
Preferred stock dividend requirements 
Other, net 

243,849 
615 - -  ( f )  552,260 

Total 

Income from continuing operations b4 income taxes (9,1911 136,641 
Income Tax Expense (Benefit) 

437,837 
168,065 

Income from continuing operations 
Extraordinary charge 
discontinued operations 

NET INCOME (LOSS) 



PINNACLE WEST CAPITAL CORPORATION 
CONSOLIDATING INCOME STATEMENT 
ELIMINATING ENTRIES 

(a) Other - net (Subs income) 
Retained Earnings 

To eliminate PWCC Equity in earnings from subsidiairies 

$135,777 
$135,777 

APS 
APS Extraordinary Chg 
Energy Services 
SunCor 
El Dorado 

Total 

(b) Real Estate Operations 
Interest Expense (PWCC) 

To reclass Capitalized Interest for SunCor Land Sales. 

( c )  Taxes other than income taxes 
Other - net 

To reclass PNW property taxes 

(e) Other, net (El Dorado interest income) 
Other interest 

To eliminate interest on ELD loan to PNW 

$ 711 
$ 711 

$ 27 
$ 27 

$ 126 
$ 126 



0 

SUNCOR DEVELOPMENT COMPANY 
CONSOLIDATED BALANCE SHEET (UNAUDITED) 
FOR THE MONTH ENDED DECEMBER 31, 1999 

CURRENT ASSETS 
CASH AND SHORT TERM INVESTMENTS 
ACCOUNTS RECEIVABLE 

INTERCOMPANY ACCOUNTS: 
SASI 
LPSCO 
SMLP 
PVGC 
wwos 
GOLDEN HERITAGE - GENERAL 129 
SCM-GENERAL 129 
HOMEBUILDING I/C INTEREST 12904 
HOMEBUILDING CASH ADVANCES 
COMMERCIAL - GENERAL 
SUNRIDOE - DEVELOPMENT 
SUNRIDGE - GOLF 
SEDONA - DEVELOPMENT 
SEDONA - GOLF 
WIGWRM RESORT 
HFS FINANCIAL SERVICES 
SANCTUARY GOLF 

INTEREST RECEIVABLE 
NOTES RECEIVABLE 
INVENTORIES 
PREPAID EXPENSES 
HOME INVENTORY 
DEFERRED INCOME TAXES 

TOTAL CURRENT ASSETS 

6,814,271 1,551,346 287,653 317,208 1,495,236 116,650) 
409,109 1,591,526 2,922 94.972 303,750 38,691 

36,630 
20,006 

(147,9491 
1,164.402 
5,386,541 
4,259,103 

13,617,899 

10,985 
183.387 
123,201 
131.247 
304,244 

4.712 
116,967 
358,026 

3,242,262 

16,718 
6,888 

8,000,000 

44,058,649 
- _ _ _ _ _ _ _ _ _ _ _ _ _ _  

77.335 
86,017 

LONG-TERM ASSETS 
DEVELOPMENT PROJECTS 
CORAL CANYON - 
HIDDEN HILLS 
RANCHO VIEJO 

- 

PALM VALLEY 
LITCHFIELD GREENS 
VILLAGE OF LITCHFIELD GREENS 
SCOTTSDALE MOUNTAIN 
MARKET?LACE - AUTOPLEX 
TATUM RANCH 
TALAVI 
WIGWAM OUTLET STORES 
GOLDEN HERITAGE LAND 
BILTMORE ESTATES 
BLACK CANYON COMMERCE PARK 
OTHER COMMERCIAL LAND 

EQUITY IN CTRPT ASSOC-LLP 
INVEST IN KYRENE ASSOCIATES LLC 
INVEST IN PV APARTMENTS 11 L I11 
INVESTMENT IN SUNRIDGE CANYON LLC 
INVESTMENT IN SEDONA GOLF LC 
INVESTMENT IN PLUMCOR REALTY LLC 
INVEST IN TALAVI ASSOCIATES LLC 
INVESTMENT IN WESTWORLD WLF 
INVESTMENT IN HFS MORTGAGE 

EQUITY INVESTMENTS 

CONSOLIDATED ELIMINATING ENTITiES 
INVEST IN KABLTO/SLWCOR JV 
INVESTMENT IN WIGWAM OUTLET LLC 
INVEST IN SCOTTS MTN LTD ?ART 
INVEST IN GOLDEN HERITAGE 
GOLDEN HERITAGE DUE DILIGENCE 
INVESTMENT IN SCM 
INVESTMENT IN LPSCO 
INVESTMENT IN SASI 
INVESTMENT IN PALM VALLEY 
INVESTMENT IN PALM VALLEY GOLF 
PALM VALLEY GOLF CONTRIB. CAP 
INVESTMENT IN ?.ANCHO VIEJO 
INVESTMENT IN RANCHLAND UTILITY 
INVESTMENT IN HIDDEN HILLS 
INVESTMENT IN CORAL CANYON 

3,566.740 

2,990,878 

2,296,981 

4.733.057 
4.532.343 

2,462.925 

5,989,478 

3,661,279 
2.360.474 

517.850 
12,370,410 

LARRY W. ssoo 5501 3300 
ACCOUNT DESCRIPTION HOMES Pv wwos KABUTO JV cow. H HILLS . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

CURRENT ASSETS 
CASH AND SHORT TERM INVESTMENTS 318,818 (528,3881 89,489 (26,2501 (537,6771 (504,7121 
ACCOUNTS RECEIVABLE 173,037 109.951 153,504 

INTERCOMPANY ACCOUNTS. 
SASL 
LPSCO 
SMLP 
v v w  - _ _  
WWOS 
GOLDEN HERITAGE ~ GENERAL 129 
SCM-GENERAL 129 
HOMEBUILDING IIC INTEREST 12904 
HOMEBUILDING CASH ADVANCES 
COMMERCIAL ~ GENERAL 
SUNRIDGE - DEVELOPMENT 
SUNRIDGE - GOLF 
SEDONA - DEVELOPMENT 
SEDONA - GOLF 

270.788 
(5,386,5411 
14,259,1031 

372,210 



WIGWAM RESORT 
HFS FINANCIAL SERC 
SANCTUARY GOLF 

INTEREST RECEIVABLE 
NOTES RECEIVABLE 
INVENTORIES 

TOTAL CURRENT ASSETS 

‘ICES 

141,519 
53.128 

PALM VALLEY 
LITCHFIELD GREENS 
VILLAGE OF LITCHFIELD GREENS 
SCOTTSOALE MOUNTAIN 
MARKETPLACE - AUTOPLEX 
TATUN RANCH 
TALAVI 
WIGWAM OWLET STORES 
GOLDEN HERITAGE LAND 
BILTMORE ESTATES 
BLACK CANYON COMMERCE PARK 
OTHER COMMERCIAL LAND 

EQUITY IN CTRPT ASSOC-LLP 
INVEST IN KYRENE ASSOCIATES LLC 
INVEST IN PV APARTMENTS (I & I11 
INVESTMENT IN SUNRIDGE CANYON LLC 
INVESTMENT IN SEWNA GOLF LC 
INVESTMENT IN PLUMCOR REALTY LLC 
INVEST IN TALAVI ASSOCIATES LLC 
INVESTMENT IN WESTWORLD GOLF 
INVESTMENT IN HFS MORTGAGE 

CONSOLIDATED ELIMINATING ENTITIES: 
INVEST IN KABUTO/SUNCOR JV 
INVESTMENT IN WIGWAM OWLET LLC 
INVEST IN SCOTTS MTN LTD PART 
INVEST IN GOLDEN HERITAGE 
GOLDEN HERITAGE DUE DILIGENCE 
INVESTMENT IN SCM 
INVESTMENT IN LPSCO 
INVESTMENT IN SASI 
INVESTMENT IN PALM VALLEY 
INVESTMENT IN PALM VALLEY GOLF 
PALM VALLEY GOLF CONTRIB. CAP 
INVESTMENT IN W C H O  VIEZO 
INVESTMENT IN RANCHLAND UTILITY 
INVESTMENT IN HIDDEN HILLS 
INVESTMENT IN CORAL ClWYON 

EQUITY INVESTMENTS: 

accoum DESCRIPTION 
CURRENT ASSETS 
CASH AND SHORT TERM INVESTMENTS 
ACCOUNTS RECEIVABLE 

GOLDEN HERITAGE - GENERAL 129 
SCM-GENERAL 129 
HOMEBUILDING I/C INTEREST 12904 
HOMEBUILDING CASH ADVANCES 
COMMERCIAL - GENERAL 
SUNRIDGE - DEVELOPMENT 
SUNRIDGE - GOLF 
SEDONA - DEVELOPMENT 
SEDONA ~ GOLF 
WIGWAM RESORT 
HFS FINANCIAL SERVICES 
SANCTUARY GOLF 

INTEREST RECEIVABLE 
NOTES RECEIVABLE 
INVENTORIES 
PREPAID EXPENSES 
HOME INVENTORY 
DEFERRED INCOME TAXES 

GOLDEN HERITAGE - GENERAL 129 
SCM-GENERAL 129 
HOMEBUILDING I/C INTEREST 12904 
HOMEBUILDING CASH ADVANCES 
COMMERCIAL - GENERAL 
SUNRIDGE - DEVELOPMENT 
SUNRIDGE - GOLF 
SEDONA - DEVELOPMENT 
SEDONA ~ GOLF 
WIGWAM RESORT 
HFS FINANCIAL SERVICES 
SANCTUARY GOLF 

INTEREST RECEIVABLE 
NOTES RECEIVABLE 
INVENTORIES 
PREPAID EXPENSES 
HOME INVENTORY 
DEFERRED INCOME TAXES 

TOTAL CURRENT ASSETS 

LONG-TERM ASSETS 

CORAL CANYON 
HIODEN HILLS 
RANCHO VIEJO 
PALM VALLEY 
LITCHFIELD GREENS 
VILLAGE OF LITCHFIELD GREENS 
SCOTTSDALE MOUNTAIN 
MARiCETPLACE - AUTOPLEX 
TATUN RANCH 
TALAVI 
WIGWAM OUTLET STORES 
GOLDEN HERITAGE LANU 
BILTMORE ESTATES 
BLACK CANYON COMMERCE PARK 
OTHER COMMERCIAL LAN0 

EQUITY IN CTRPT ASSOC-LLP 
INVEST IN KYRENE ASSOCIATES LLC 
INVEST IN PV APARTMENTS (I h I11 
INVESTMENT IN SUNRIDGE CANYON LLC 

DEVELOPMENT PROJECTS 

EQUITY INVESTMENTS. 

31,826 85 
28,380,385 

1,411,382 

168,160,448 
216,402 

(26,250) 282,684 (504,1121 199,441 

10,611,585 

15,488,115 

12,865,233 

7,056,083 

2,311,465 
15,215,844 

2,310,320 
2,851,358 

22,699,776 
(89.1991 

623.313 

2,428.130 

3,127,396 

311,290 

CONSOLIDATING L ELIMINATING ENTRIES 
________._______._______________________-----.----- t 

ANDY D. 3900 
R. VIEJO C. CANYON REF DEBIT REF CREDIT 

(13,0371 (1,287,1401 
258,811 J.Q.X 484.456 

H 36,630 
J 20.006 
N 3,566,740 

Q.0 147,949 Q.0 372,219 

A 5,386.541 
C 4,259,103 
B 13,617,899 

a 1,435,189 
A 5,386,541 
C 4,259,103 

P 91.841 

47.961 
2,825,908 339.614 

3,011,682 (899.5651 

11,316,415 

10,626,364 

E 1,750,166 

._.__..___._ ..____.__.. ~ 

9,193,593 31,020,780 

T 6,687.713 



a 

a 

INVESTMENT IN SEWNA GOLF LC 
INVESTMENT IN PLUMCOR REALTY LLC 
INVEST IN TALAVI ASSOCIATES LLC 
INVESTMENT IN WESTWORLD GOLP 
INVESTMENT IN HFS MORTGAGE 

CONSOLIDATED ELIMINATING ENTITIES: 
INVEST IN KABUTO/SUNCOR JV 
INVESTMENT IN WIGWAM OUTLET LLC 
INVEST IN SCOTTS MTN LTD PART 
INVEST IN GOLDEN HERITAGE 
GOLDEN HERITAGE DUE DILIGENCE 
INVESTMENT IN SCM 
INVESTMENT IN LPSCO 
INVESTMENT IN SASI 
INVESTMENT IN PALM VALLEY 
INVESTMENT IN PALM VALLEY GOLF 
PALM VALLEY GOLP CONTRIB. CAP 
INVESTMENT IN RANCHO VIEJO 
INVESTMENT IN RANCHLAND UTILITY 
INVESTMENT IN HIDDEN HILLS 
INVESTMENT IN CORAL CANYON 

ACCOUNT DESCRIPTION 

1,063,044 

CONSOLIDATED 

CURRENT ASSETS 
CASH AND SHORT TERM INVESTMENTS 
ACCOUNTS RECEIVABLE 

INTERCOMPANY ACCOUNTS: 
SASI 
LPSCO 
SMLP 
PVGC 
wwos 
GOLDEN HERITAGE - GENERAL 129 
SCM-GENERAL 129 
HOMEBUILDING I/C INTEREST 12904 
HOMEBUILDING CASH ADVANCES 
COMMERCIAL - GENERAL 
SUNRIDGE - DEVELOPMENT 
SIJNRICGE - GOLP 
SENNA - DEVELOPMENT 
SEDONA ~ GOLF 
WIGWAM RESORT 
HFS FINANCIAL SERVICES 
SANCTUARY GOLP 

INTEREST RECEIVABLE 
NOTES RECEIVABLE 
INVENTORIES 
PREPAID EXPENSES 
HOME INVENTORY 
DEFERRED INCOME TAXES 

TOTAL CURRENT ASSETS 

LONG-TERM ASSETS 

CORAL CANYON 
HIDDEN HILLS 
RANCHO VIEJO 
PALM VALLEY 
LITCHFIELD GREENS 
VILLAGE OF LITCHPIELD GREENS 
SCOTTSOALE MOUNTAIN 
MARKETPLACE ~ AUTOPLEX 
TATUM RANCH 
TALAVI 
WIGWAM OUTLET STORES 
GOLDEN HERITAGE LAND 
BILTMORE ESTATES 
BLACK CANYON COMMERCE PARK 
OTHER COMMERCIAL LAND 

EQUITY IN CTRPT ASSOC-LLP 
INVEST IN KYRENE ASSOCIATES LLC 
INVEST IN W APARTMENTS (I h I11 
INVESTMENT IN SUNRIDGE CANYON LLC 
INVESTMENT IN SEDONA GOLF LC 
INVESTMENT IN PLUMCOR REALTY LLC 
INVEST IN TALAVI ASSOCIATES LLC 
INVESTMENT IN WESTWORLD GOLF 
INVESTMENT IN HPS MORTGAGE 

CONSOLIDATED ELIMINATING ENTITIES. 
INVEST IN KnBUTO/SUNCOR JV 
INVESTMENT IN WIGWAM OUTLET LLC 
INVEST IN SCOTTS MTN LTD PART 
INVEST IN GOLDEN HERITAGE 
GOLDEN HERITAGE DUE DILIGENCE 
INVESTMENT IN SCM 
INVESTMENT IN LPSM 
INVESTMENT IN SASI 
INVESTMENT IN PALM VALLEY 
INVESTMENT IN PALM VALLEY GOLF 
PALM VALLEY GOLP CONTRIB CAP 
INVESTMENT IN RANCHO VIEJO 
INVESTMENT IN RANCHLAND UTILITY 
INVESTMENT IN HIDDEN HILLS 
INVESTMENT IN CORAL CRNYON 

DNELOPMENT PROJECTS 

EQUITY INVESTMENTS 

INVESTMENT IN PIDDLESTICKS-SCOTTS 
INVESTMENT IN PIDDLESTICKS-TEMPE 
INVESTMEUT IN WNTASTICKS 
INVESTMENT IN GENERAL COW OPS 
INVESTMENT IN PV MARKETPLACE 
INVESTMENT IN DYSART/MCDOWELL 
INVESTMENT IN W PAVILIONS 

7,900,166.81 
2,751,817.08 

0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 

10.985.35 
183,387.29 
123,200.67 
131,247.08 
304.243.52 

4,712.37 
116,966.90 
266,185.50 

3,383,781.12 
130,463.35 
182,606.47 

29,802.628.36 
8.000.000.00 

53,292,391.87 
_ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  

11,316,475 00 
3,929,872 00 
10,626.364 30 

183,648.562 82 
216,401.50 

12,865,293 32 
2,990,878 00 
7,056,082.50 
2,296.981 30 
2,317,464 93 
15,215.844 02 
1.417.382 32 

0 00 
2.370.319 68 
2,851,358 19 

22,699.776.23 
(89.199.411 
623,372.96 

4,733,057.28 
4,532,343.08 

0.00 
2.428.130.22 
2,462.925.00 

R 8,987,210 
0 20,243,786 0 24.295.125 
I 19,595,019 I 23,271.427 

D 2,360,474 

D 517,850 
P 12,233,823 

1 650,000 1 961,230 
V 167.320.786 

M 461,618 M 6,158.173 
N 3,566,740 
U 0 U 14,150,291 
X 92,236 X 1,062,944 
T 0 T 8,831,359 
W 42,620 W 9, 978,412 

0.00 
0.00 
0 00 
0.00 
0 . 0 0  

196.46 
0.00 
0 00 

PROJECT 2000: 
(1,557,8811 

596,193 
1.213.707 

78,582,545 
2,307,137 

872.316 
2,694,953 



INVESTMENT IN PV CROSSING 
INVESTMENT IN PALM VALLEY OFFICE PARK 
INVESTMENT IN AUTOPLEX 
INVESTMENT IN TALAVI 
INVESTMENT IN METROCENTER 
INVESTMENT IN RESTORATION PLA 
INVESTMENT IN LITCHFIELD PARK 
INVESTMENT IN LP PROF PLAZA 
INVESTMENT IN WWOS LLC 
INVESTMENT IN APS PROPERTIES 
INVESTMENT IN BLACK W O N  CP 

COMMERCIAL PROPERTIES 
LONG-TERM NOTES RECEIVABLE 

SDC PHASE I LAND NOTE TO WWOS 
SDC PAYOFF OF WWOS RLC 
SDC LOAN TO LPSCO 

PROPERTY h EQUIPMENT, NET 
DEFERRED ASSETS 
DEFERRED INCOME TAXES 
WATER h SEWER UTILITY PROP, NET 
LPSCO RESTRICTED CASH FUNDS 
DEPOSITS 

TOTAL LONG-TERM ASSETS 

TOTAL ASSETS 

LIABILITIES: 

CURRENT LIABILITIES 
RIP h RETENTION 
ACCRUED LIABILITIES 

INTERCOMPANY ACCOUNTS: 
LPSCO - SDC 
SMLP - SOC 
SCM-SOC CASH ADVANCES 
GH-SOC INTERCO CAPITAL 
WWOS-COM 
WOS-SDC 
RANCHLAND-RANCHO VIEJO 

INTEREST PAYABLE 
S/T NOTES PAYABLE 

545 MILLION TERM LOAN 
$55 MILLION RLC 
GOLDEN HERITAGE (PEW1 
TEXTRON LORN - PVGC 

DEF PROFIT h UNEARNED REVEl 
PWCC INTERCO PAYABLE 
APS LAND INTERCO PAYABLE 

267 
265 

W E  

CUSTOMER DEPOSITS 

TOTAL CURRENT LIABILITIES 

LONG-TERM LIABILITIES 
LONG-TERM NOTES PAYAaLE 

WWOS OWES SDC PH I LAND NOTE 
WWOS RLC PAYOFF BY SDC 
CORPORATE TERM NOTE 
CORPORATE RLC 
LPSCO BONDS 
TEXTRON LOAN - PVGC 

OTHER ACCRUED LIABILITIES 
DEFERRED TAXES 
LONG-TERM CUSTOMER DEPOSITS 
CONTRIB PROPERTY AIA 

TOTAL LIT LIABILITIES 

TOTAL LIABILITIES 

CE 
OP 

150,310 
(8.156) 

(203.224) 
1182,8861 
281,411 
(82.1051 
121,246 

(6431 
(397.4541 
113,667 
(8,1261 

5,163,154 

1,059.207 
10,000,000 

300,000 
773,367 36,696 143,980 

3,329,080 366,079 44,008 93,923 175,051 
25. 120.119 

13,921.090 1,134,035 
3, 800. 491 

0 29.787 68,109 55,165 
101 147 49.404 77.263 

119.490 237.174 
2,561,017 400.672 

35,630 
20.006 

176,174 
676,610 

3,208,144 

2,318,343 37.193 0 
635.090 

, 
38,731,856 
52,000,000 

5,335,000 

4,694,788 1,177,095 0 70,459 
17,513 113,584 

208,050 1,492,524 

3,404.335 

INVESTMENT IN FIDDLESTICKS-SCOTTS 
INVESTMENT IN FIDDLESTICKS-TEMPE 
INVESTMENT IN "TASTICKS 
INVESTMENT IN GENERAL COW OPS 
INVESTMENT IN PV MARKETPLACE 
INVESTMENT IN OYSARTIMCDOWELL 
INVESTMENT IN PV PAVILIONS 
INVESTMENT IN PV CROSSING 
INVESTMENT IN PALM VALLEY OFFICE PARK 
INVESTMENT IN AUTOPLEX 
INVESTMENT IN TALAVI 
INVESTMENT IN METROCENTER 
INVESTMENT IN RESTORATION PLACE 
INVESTMENT IN LITCHFIELO PARK OP 
INVESTMENT IN LP PROF. PLAZA 
INVESTMENT IN WWOS LLC 
INVESTMENT IN APS PROPERTIES 
INVESTMENT IN BLACK CANYON CP 

COMMERCIAL PROPERTIES 
LONG-TERM NOTES RECEIVABLE 

SOC PHASE I LAND NOTE TO WWOS 
SDC PAYOFF OF WWOS RLC 
SDC LOAN TO LPSCO 

PROPERTY h EQUIPMENT. NET 
DEFERRED ASSETS 
DEFERRED INCOME TAXES 
WATER h SEWER UTILITY PROP, NET 
LPSCO RESTRICTED CASH FUNDS 
DEPOSITS 

TOTAL LONG-TERM ASSETS 

TOTAL ASSETS 

LIABILITIES: 

CURRENT LIABILITIES 
A/P & RETENTION 
ACCRUED LIABILITIES 

1,206,867 

498.808 
27,158,053 

154,299 77,893 
162,500 75.852 850,452 5,503,404 

2,560,070 1,047,497 558.172 515.891 117.872 
272,800 172,490 17,299 1.001.464 79,333 



e 

0 

INTERCOMPANY ACCOUNTS: 
LPSCO - SDC 
SMLP - SDC 
SCM-SDC CASH ADVANCES 
OH-SDC INTERCO CAPITAL 
WWOS-COM 
m s - S D C  
RANCHLAND-RANCHO VIEJO 

INTEREST PAYABLE 
SIT NOTES PAYABLE 

$45 MILLION TERM LOAN 
$55 MILLION RLC 
GOLDEN HERITAGE IPEWJ 
TEXTRON LOAN - PVGC 

DEF PROFIT & UNEARNED REVEB 
PWCC INTERCO PAYABLE 
APS LAND INTERCO PAYABLE 
CUSTOMER DEWSITS 

267 
265 

SUE 

TOTAL CURRENT LIABILITIES 

LONG-TERM LIABILITIES 
LONG-TERM NOTES PAYABLE 

wwos OWES SDC Pn I LJNJ NOTE 
WWOS RLC PAYOFF BY SDC 
CORWRATE TERM NOTE 
CORPORATE RLC 
LPSCO BONDS 
TEXTRON LOAN - PVGC 

OTHER ACCRUED LIABILITIES 
DEFERRED TAXES 
LONG-TERM CUSTOMER DEPOSITS 
CONTRIB PROPERTY AIA 

TUTAL L/T LIABILITIES 

TOTAL LIABILITIES 

ACCOUNT DESCRIPTION 

13,617,456 
1,432,265 

372.210 
1147,949) 

91,841 

1,059.207 
10,000,000 

1,018,042 29,833 78,792 

0 1,018.042 11,089,039 0 78,192 0 

INVESTMENT IN FIDDLESTICKS-SCOTTS 
INVESTMENT IN FIDDLESTICKS-TEMPE 
INVESTMENT IN FUNTASTICKS 
INVESTMENT IN GENERAL COMM OPS 
INVESTMENT IN PV MARKETPLACE 
INVESTMENT IN DYSART/MCWWELL 
INVESTMENT IN PV PAVILIONS 
INVESTMENT IN W CROSSING 
INVESTMENT IN PALM VALLEY OFFICE ?ARK 
INVESTMENT IN AUTOPLEX 
INVESTMENT IN TALAVI 
INVESTMENT IN METROCENTER 
INVESTMENT IN RESTORATION PLACE 
INVESTMENT IN LITCHFIELD PARK OP 
INVESTMENT IN LP PROF PLAZA 
INVESTMENT IN WWOS LLC 
INVESTMENT IN APS PROPERTIES 
INVESTMENT IN BLACK CANYON CP 

COMMERCIAL PROPERTIES 
LONG-TERM NOTES RECEIVABLE 

SDC PHASE I LAND NOTE TO WWOS 
SDC PAYOFF OF WWOS RLC 
SDC LOAN TO LPSCO 

PROPERTY & EQUIPMENT, NET 
DEFERRED ASSETS 
DEFERRED INCOME TAXES 
WATER & SEWER UTILITY PROP, NET 
LPSCO RESTRICTED CASH FUNDS 
DEPOSITS 

TOTAL LONG-TERM ASSETS 

TOTAL ASSETS 

LIABILITIES. 

CURRENT LIABILITIES 
A/? & RETENTION 
ACCRUED LIABILITIES 

INTERCOMPANY ACCOUNTS 
LPSCO - SDC 
SMLP ~ SOC 
SCM-SDC CASH ADVANCES 267 
OH-SDC INTERCO CAPITAL 265 
WWOS-COM 
wwos-SDC 

19,398.964 2,288,079 11,973,313 17,299 1,597,141 197,205 

ANDY 0. 
R. VIEJO C. CANYON REF OEBIT REF CREDIT . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

S 3,380.396 S 1,822.515 
S 316,640 S 912,833 

S 1,213,707 
0 S 78.582.545 

S 2,307.137 
S 872.316 
S 2,694,953 

0 S 150,310 
8,156 

203,224 
182.886 

82,105 
S 281.411 

S 121,246 
643 0 t  

397,454 0 
0 S 113,667 

8,126 0 

P 1,059,207 
P 10.000.000 
G 300.000 

387,982 41,756 

wCXLAm-wcno VIEJO 
INTEREST PAYABLE 
S/T NOTES PAYABLE 

$45 MILLION TERM LOAN 
$55 MILLION RLC 
GOLDEN HERITAGE IPEWJ 
TEXTRON LOAN - PVGC 

DEF PROFIT & UNEARNED REVENUE 
ewcc INTERCO PAYABLE 

189,928 496.863 
744.870 28,000 

APS LAND INTERCO PAYABLE 
CUSTOMER DEPOSITS 

TOTAL CURRENT LIABILITIES 934.798 524,863 
_ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ - _ _ - - - - -  

LONG-TERM LIABILITIES 
LONG-TERM NOTES PAYABLE 

WWOS OWES SDC PH I LAND 
WWOS RLC PAYOFF BY SDC 
CORPORATE TERM NOTE 
CORPORATE RLC 
LPSCO BONDS 
TEXTRON LOAN - PVGC 

OTHER ACCRUED LIABILITIES 
DEFERRED TAXES 

NOTE 

J,K.Q 312,809 

n 36,630 
J 20.006 
B 13,617,456 
A 1,432,265 
0 372,210 
Q 0 Q 147.949 
X 
P 91,841 

176,174 0 

59,956 
E 1,750,166 

P 
P 

1,059,207 
10,000,000 

59,956 



LONG-TERM CUSTOMER DEPOSITS 
CONTRIB PROPERTY RIA 

TOTAL L/T LrABILITIES 

TOTAL LIAXLITIES 

ACCOUNT DESCRIPTION 
--__------------_-__-~------.--~-------~--- 

INVESTMENT IN FIDDLESTICKS-SCOTTS 
INVESTMENT IN FIDDLESTICKS-TEMPE 
INVESTMENT IN FUNTASTICKS 
INVESTMENT IN GENERAL COMM OPS 
INVESTMENT IN PV MARKETPLACE 
INVESTMENT IN DYSART/MCDOWELL 
INVESTMENT IN PV PAVILIONS 
INVESTMENT IN PV CROSSING 
INVESTMENT IN PALM VALLEY OFFICE PARK 
INVESTMENT IN AUMPLEX 
INVESTMENT IN TALAVI 
INVESTMENT IN METROCENTER 
INVESTMENT IN RESTORATION PLACE 
INVESTMENT IN LITCKFIELD PARK OP 
INVESTMENT IN LP PROF PLAZA 
INVESTMENT IN WWOS LLC 
INVESTMENT IN APS PROPERTIES 
INVESTMENT IN BLACK CANYON CP 

COMMERCIAL PROPERTIES 
LONG-TERM NOTES RECEIVABLE 

SDC PHASE I LRNO NOTE TO WOS 
SDC PAYOFF OF WOS RLC 
SDC LOAN TO LPSCO 

PROPERTY h EQUIPMENT, NET 
DEFERRED ASSETS 
DEFERRED INCOME TAXES 
WATER & SEWER UTILITY PROP. NET 

DEPOSITS 

TOTAL LONG-TERM ASSETS 

TOTAL ASSETS 

LIABILITIES: 

LPSCO RESTRICTED a s n  FUNDS 

CURRENT LIABILITIES 
A/P h RETENTION 
ACCRUED LIABILITIES 

INTERCOMPANY ACCOUNTS: 
LPSCO - SDC 
SMLP - SDC 
SCM-SDC CASH ADVANCES 267 
GH-SDC INTERCO CAPITAL 265 
WWOS-COM 
wwos-SDC 
RANCHLAND-RANCHO VIEJO 

INTEREST PAYABLE 
S/T NOTES PAYABLE 

$45 MILLION TEZM LOAN 
$55 MILLION RLC 
GOLDEN HERITAGE (PEW1 
TEXTRON LOAN - PVGC 

DEF PROFIT h UNEARNED REVENUE 
PWCC INTERCO PAYABLE 
APS LAND INTERCO PAYABLE 
CUSTOMER DEPOSITS 

TOTAL CURRENT LIABILITIES 

LONG-TERM LIABILITIES 
LONG-TERM NOTES PAYABLE 

wwos OWES soc Pn I LAND NOTE 
WWOS RLC PAYOFF BY SDC 
CORPORATE TERM NOTE 
CORPORATE RLC 

TEXTRON LOAN - PVGC 
LPsm BONDS 

OTHER ACCRUED LIABILITIES 
DEFERRED TAXES 
LONG-TERM CUSTOMER DEPOSITS 
CONTRIB PROPERTY AIA 

TOTAL L/T LIABILITIES 

TOTAL LIABILITIES 

CONSOLIDATED 
_._.__-____________ 

0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 

32,321.206.48 
6,186,508.60 

0.00 
0.00 
0.00 

2,832,839.84 
10,700,349.77 
25,120,118.87 
15,055,125.04 
3,800,490.75 

125,819.26 

388,852,123.56 

442,144.515.43 

_ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  
________.__.______ 

===- -= - -===_==s i= i  

5,795.209.16 
5,404,859.61 

0.00 
0.00 
0.00 
0.00 
(0.001 
0.00 
0.00 
0.00 

676,610.21 

ACCOUNT DESCRIPTION -__-- - - - -_- - - -___-______________________--~-  
MINORITY INTEREST 

SDC COMMON STOCK 
SDC ADDITIONAL PAID IN CAPITAL 
SDC EARNED SURPLUS-BEGINNING 
SDC EARNED SURPLUS-CURRENT 
SUBSIDIARY EARNINGS-CURRENT 
SUBSIDIARY EQUITY: 

LPSCO 
SASI 
SMLP #3500 
DVGC 
OMEBUILDING 
ALM VALLEY #5500 

w o o  
o JV n3ooo 
RCIAL PROPERTIES #2000 

HIDDEN HILLS 113300 
m c n o  VIEJO n66oo 
RANCHLAND UTILITY 

3,208.144.14 
0.00 
0.00 

59,955.93 
655.970.05 
635,090.27 

0.00 
1,416,372.50 

0.00 
0.00 

38,791,855.86 
52,000,000.00 
5,335,000.00 
3,344,379.10 
7,069,009.45 

131,196.96 
1,700,574.20 

0.00 

108,372,015.57 

126,224,227.44 

1.022,ooo 
375,368.522 
(71,438,6571 
6.064.028 

SCOTT D 
LPSCO 

820,619 

11,713,205 

ANDY D. 
RANCHLAND 

(92,2361 

TERRY 0. LINDA n 
SASI SMLP PVGC 

(62,491l 3,495.918 (534.7961 

373.781 
1,250,343 

6,231,352 

1,062,944 



/ 

CORAL CANYON 113900 

TOTAL EQUITY 

TOTAL LIABS AND EQUITY 

LARRY W. 
HOMES PV wwos mamo JV COMM . H HILLS 

SDC COMON STOCK 
SDC ADDITIONAL PAID IN CAPITAL 
SDC EARNED SURPLUS-BEGINNING 
SDC EARNED SURPLUS-CYRRENT 
SUBSIDIARY EARNINGS-CURRENT 
SUBS1D:ARY EQUITY: 

LPSCO 
SASI 
SMLP (11500 
PVGC 
HOHEBUILDINO 

mos u4400 
w\BvTo JV 13000 
COMMERCIAL PROPERTZES 112000 
HIDDEN HILLS (13300 

RANCHLAND UTILITY 
CORAL CANYON d3900 

PALM VALLEY 15500  

RANCHO VIEJO w o o  

TOTAL EQUITY 

TOTAL LIABS AND EQUITY 

(455,622) 6,553,333 90,290 1,198,047 4,926,636 

1,680,277 
162,394.150 

4,051,339 
12.821.745 

78,390,152 
15,428,782 

ACCOUNT DESCRIPTION ________--------_--____________________ 
MINORITY INTEREST 

SDC COMMON STOCK 
SDC ADDITIONAL PAID IN CAPITAL 
SDC EARNED SURPLUS-BEGINNING 
SDC EARNED SURPLUS-CURRENT 
SUBSIOIARY EARNINGS-CURRENT 
SUBSIDIARY EQUITY: 

LPSCO 

10.066.214 1.R 1 

(42,6201 D.1,M.O.S.U.V.W.T 1,414.717 1,187.765 18,499,560 F.L,T,X 

11.713.205 
1,023.781 1 

30,911,582 1 
6,231.352 
1,680.277 

162,394,150 
24,295,125 0 
12,821,745 
78,390,152 
15,431,852 T 
12,825.260 U 
1,062,944 X 
9,978,412 W - - - -  ~ - - _ _ _ - -  

387,259,398 

426,254,331 
_ _ _ _ _ _ _ _ _ _ _ _  

F.G 
1 

M 
D 
V 
0 
R 
5 
T 
U 
X 
W 

1 

_~..~ 
SASI 
SMLP a3500 
ww 

550,000 
29,661,233 

0 
0 

20,243,786 

0 
3,070 

85,702 
0 
0 

HO~~BUILDING 
PALM VALLEY n5500 
mns 1)4400 

IES # i  !OOO 

12,739,558 

9,978,412 

TOTAL EQUITY 

TOTAL LIABS AND EQUITY 

14,154,275 9,935,792 

ACCOUNT DESCRIPTION . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
MINORITY INTEREST 

SDC COMMON STOCK 
SDC ADDITIONAL PAID IN CAPITAL 
SDC EARNED SURPLUS-BEGINNING 
SDC EARNED SURPLUS-CURRENT 
SUBSIDIARY EARNINGS-CURRENT 
SUBSIDIARY EQUITY: 

LPSCO 
SASI 
SMLP #3500 
PVGC 
HOMEBUILDING 
PALM VALLEY t15500 
wwos n440o 
KRB'UTO JV a3000 
COHMERCIAL PROPERTIES n2000 

RANCHO VIEJO a6600 

CORAL CANYON a3900 

HIDDEN HILLS II3300 

RANCHLAND UTILITY 

4,904,395.09 

1,022,000.00 
375,368,521 94 
(71,438,656.87) 
6,064.028 14 

(0 001 

0 00 
0 00 
0 00 
0.00 
0.00 
0.00 
0 . 0 0  
0 00 
0 00 
0.00 
0.00 
0.00 
0.00 

TOTAL EQUITY 

TOTAL LIABS AND EQUITY 



SUNCOR DEVELOPMENT COMPANY 
CONSOLIDATING BALANCE SHEET 
DECEMBER 1999 CONSOLIDATING AND ELIMINATING ENTRIES 

DEBIT CREDIT _ _ - _ _ _ - _ _ _ _ _ _ - _  - - - - - - - - - - - - - - -  

A. SCM INTERCO A/P TO SDC 
SDC A/R FROM SCM 

GH INTERCO CAPITAL FROM SDC - ACQUISITION 
GH INTERCO A/P TO SDC 
SDC A/R FROM GH 

B. HOMEBUILDING CASH ADVANCES FROM SDC 
SDC CASH ADVANCES TO HOMEBUILDING 

55,386,541.01 
$5,386,541.01 

$1,432,265.22 
$270,787.72 

$1,164,401.51 

$13,617.456.15 
$13,617,898.62 

C. SCM INTERCO CAPPED INTEREST $4,259,103.31 $0.00 
$4,259,103.32 SDC INTERCO INTEREST A/R FROM SCM 

ELIMINATE INTERCO RECEIVABLES/PAYABLES BETWEEN HOMEBUILDING AND SDC 

D. HOMEBUILDING ACCUMULATED EARNINGS 
SDC INVESTMENT IN GH 
SDC DUE DILIGENCE COSTS - GHH ACQUISITION 
SDC INVESTMENT IN SCM 
HOMEBUILDING CURRENT YEAR EARNINGS 

ELIMINATE SDC INVESTMENT IN GOLDEN HERITAGE & SCM 

E. DEFERRED INTERCO PROFIT 
HOME INVENTORY 

ELIMINATE DEFERRED PROFIT ON INTERCO LOT SALES TO HOMEBUILDING 

F. LPSCO COMMON STOCK 
LPSCO PAID IN CAPITAL 
LPSCO EARNINGS - PRIOR 
LPSCO INCOME TAXES 
LPSCO EARNINGS - CURRENT YEAR 
SDC INVESTMENT IN LPSCO - CONTRIB CAPITAL 
SDC INVESTMENT IN LPSCO - EARNINGS 
SDC DEFERRED TAXES DIFFERENTIAL 

ELIMINATE SDC INVESTMENT IN LPSCO 

G. LPSCO LONG-TERM NOTES PAYABLE 
SDC LONG-TERM NOTES RECEIVABLE 

ELIMINATE LPSCO INTERCOMPANY NOTE WITH SDC 

H. LPSCO ACCOWNTS PAYABLE 
SDC ACCOUNTS RECEIVABLE 

ELIMINATE LPSCO INTERCOMPANY A/R WITH SDC 

I. SMLP CONTRIBUTED CAPITAL - MINORITY INT 
SMLP CONTRIBUTED CAPITAL - SDC GP 
SMLP DISTRIBUTED CAPITAL - SDC GP 
SMLP CONTRIBUTED CAPITAL - SDC LP 
SMLP DISTRIBUTED CAPITAL - SDC LP 
SMLP EARNINGS - PRIOR 
SMLP EARNINGS - CURRENT YEAR 
MINORITY INTEREST CONTRIBUTED CAPITAL 
MINORITY INTEREST - PRIOR (35%) 
MINORITY INTEREST - CURRENT YEAR (35%) 
SDC INVESTMENT IN SMLP - LP 
SDC DISTRIBUTIONS FROM SMLP - LP 
SDC INVESTMENT IN SMLP - GP 
SDC DISTRIBUTIONS FROM SMLP - GP 
SDC INVESTMENT IN SMLP - EARNINGS 
SDC LAND BASIS DIFFERENTIAL 

ELIMINATE SDC INVESTMENT IN SMLP #3500 

J. SMLP ACCOWNTS PAYABLE 

$1,680,277.20 
$2,360,474.40 

$517,849.94 
$1,198,047.14 

$1,750,166.26 
$1,750,166.26 

$78,200.00 
$10,638,917.85 

$696,086.70 

$820,618.80 
$10,717,117.86 
$1,516,705.49 

$0.00 * 

$300,000.00 
$300,000.00 

$36,630.11 
$36,630.11 

$490,147.01 $10,066,214.00 

$12,853,612.00 

$6,741,407.00 
$2,100,000.00 

$28,321,435.40 
$3,495,918.29 

$10,066,214.00 
$9,912,502.39 
$1,223,571.40 
$2,100,000 .oo 

$6,743,407.00 

$12,851,612.00 
$490,147 01 

$20,681,279.90 

$ 2 0 , 0 0 5 . 9 7  



SDC ACCOUNTS RECEIVABLE 

L. 

M. 

N. 

0 .  

P. 

Q .  

R. 

GH ACCOUNTS PAYABLE 
SMLP ACCOUNTS RECEIVABLE 

ELIMINATE SMLP INTERCOMPANY A/R WITH SDC AND HOMEBUILDING (PREMIUMS) 

SASI CONTRIBUTED CAPITAL 
SASI CAPITAL DISTRIBUTIONS 
SASI EARNINGS - PRIOR 
SASI EARNINGS - CURRENT YEAR 
PV INVESTMENT IN SASI - CONTRIB CAPITAL 
PV INVESTMENT IN SASI - DISTRIBUTIONS 
PV INVESTMENT IN SASI - EARNINGS 
ELIMINATE PALM VALLEY INVESTMENT IN SASI 

PVGC CONTRIBUTED CAPITAL 
PVGC EARNINGS - PRIOR 
PVGC EARNINGS - CURRENT YEAR 
SDC INVESTMENT IN PVGC - EARNINGS 
SDC INVESTMENT IN PVGC - CONTRIB CAPITAL 
ELIMINATE SDC INVESTMENT IN PALM VALLEY GOLF 

SDC CONTRIB. CAPITAL TO PVGC 
PVGC ACCOUNTS RECEIVABLE 

ELIMINATE PALM VALLEY GOLF INTERCOMPANY A/R WITH SDC 

WWOS CONTRIBUTED CAPITAL - PHASE 1 
WWOS CONTRIBUTED CAPITAL - PHASE 2 
WWOS CONTRIBUTED WORKING CAPITAL 
WWOS EARNINGS - PRIOR 
WWOS EARNINGS - CURRENT YEAR 
WWOS CAPITAL DISTRIBUTIONS - PHASE 1 
W O S  CAPITAL DISTRIBUTIONS - PHASE 2 
W O S  PREFERRED RETURN - PHASE 1 
WWOS PREFERRED RETURN - PHASE 2 
SDC INVESTMENT IN WWOS - PHASE 1 
SDC INVESTMENT IN WWOS - PHASE 2 
SDC INVESTMENT IN WWOS -CONTRIBUTED CAPITAL 
SDC INVESTMENT IN WWOS - EARNINGS 
SDC DISTRIBUTIONS FROM WWOS - PHASE 1 
SDC DISTRIBUTIONS FROM WWOS - PHASE 2 
SDC PREFERRED RETURN - PHASE 1 
SDC PREFERRED RETURN - PHASE 2 
SDC BASIS DIFFERENTIAL PH I BUILDINGS 
SDC BASIS DIFFERENTIAL LAND 
SDC 1994 CAPPED INTEREST ON WWOS 
SDC 1995 DEVELOPMENT FEES 
WWOS I/C A/P - COMMERCIAL 
COMMERCIAL I/C A/R - WWOS 
ELIMINATE SDC COMMERCIAL INVESTMENT IN WIGWAM OUTLET STORES 64400 

WWOS INTEREST PAYABLE - PHASE 1 LAND 
WWOS INTEREST PAYAaiE - RLC 
SDC INTEREST RECEIVABLE - PHASE 1 LAND 
SDC INTEREST RECEIVABLE - RLC 
WWOS NOTES PAYABLE - PHASE 1 LAND 
SDC NOTES RECEIVABLE . PHASE 1 LAND 
WWOS NOTES PAYABLE - RLC 
SDC NOTES RECEIVABLE . RLC 

ELIMINATE WWOS INTERCOMPANY NOTES GAD INTEREST WITH SDC 

WWOS ACCOUNTS PAYABLE 
SDC ACCOUNTS RECEIVABLE 
WWOS MANAGEMENT FEE PAYABLE 
SDC COMMERCIAL A/R 

ELIMINATE WWOS INTERCOMPANY AIR WITH SDC 

KABUTO CONTRIBUTED CAPITAL - SDC 
KAWTO CONTRIBUTED CAPITAL - KABUTO 
MINORITY INTEREST 
SDC INVESTMENT IN KABUTO - CONTR CAPITAL 

BALANCING PLUG 
SDC BASIS DIFFERENTIAL IN LAND 
SDC DEVELOPMENT COSTS 

BALANCING PLUG 
SDC BASIS DIFFERENTIAL IN LAND 
SDC DEVELOPMENT COSTS 

ELIMINATE SDC INVESTMENT IN KABUTO JV #3000 

COMMERCIAL OPS CONTRIBUTED CAPITAL 
COMMERCIAL EARNINGS - PRIOR 
COMMERCIAL EARNINGS - CURRENT YEAR 
SDC INVEST IN GEN COMMERCIAL OPS - EARNINGS 
SDC INVEST IN GEN COMMERCIAL OPS - CONT CAPITAL 

$303,750.00 

$489,023.22 

$534.757.95 

$650,000.00 

$6,158,173.14 
$73,178.79 

$461,617.51 

$3.566.739.66 

$20,005.97 

$303,750.00 

$650,000.00 

$62,491.00 
$489,023.22 

$472,266.95 

$534,796.30 

$6,158,173.14 

$3,566.739.66 

$9,500,000.00 
$13,408,869.75 
$1,386,255.25 

$2,023,394.41 
$455,622.46 

$9,500,000.00 
$4,967,126.16 
$287.567.78 

$3,465,697.50 
$9,500,000 .oo 
$13,408,869.75 
$1,386,255.25 

$2,023,394.41 
$9,500,000.00 
$4,967,126.16 
$287.567.78 

$3,465,697.50 

$372,209.61 
$372,209.61 

$24,028.03 
$67.812.50 

$1,059,206.67 

$10,000,000.00 

$147,948.78 

$4,532.05 

$8.987.209.60 
$3,834,535.30 

$74,293.346.97 
$4,096,805.16 
56.553.333.43 

$24,028.03 
$67,812.50 

$1,059,206.67 

$10,000,000.00 

$147,940.78 

$4,532.05 

$3,834,535.30 
$6,098.494,79 

$2,888,714.81 

$3,711,897.29 
$74,870.647.30 



SDC INVESTMENT IN OUTER LIMITS - PURCHASE 
SDC INVESTMENT IN FIDDLE (SCOTTS) - CONT CAPITAL 
SDC INVESTMENT IN FIDDLE (SCOTTS) - EARNINGS 
SDC INVESTMENT IN FUNTASTICKS - CONT CAPITAL 
SDC INVESTMENT IN FUNTASTICKS - EARNINGS 
SDC INVESTMENT IN FIDDLE (TEMPE) - CONT CAPITAL 
SDC INVESTMENT IN FIDDLE (TEMPE) - EARNINGS 
SDC INVESTMENT IN APS PROPERTIES - EARNINGS 
SDC INVESTMENT IN BLACK CANYON CP - EARNINGS 
SDC INVESTMENT IN PV MARKETPLACE - EARNINGS 
SDC INVESTMENT IN PV PAVILIONS - EARNINGS 
SDC INVESTMENT IN DYSART/MCDOWELL CENTER 
SDC INVESTMENT IN PV CROSSING - EARNINGS 
SDC INVESTMENT IN PV OFFICE PARK - EARNINGS 
SDC INVESTMENT IN METROCENTER - EARNINGS 
SDC INVESTMENT IN REST PLACE - EARNINGS 
SDC INVESTMENT IN LITCHFIELD OTHER - EARNINGS 
SDC INVESTMENT IN AUTOPLEX - EARNINGS 
SDC INVESTMENT IN TALAVI - EARNINGS 
SDC INVESTMENT IN WWOS - EARNINGS 
SDC INVESTMENT IN LP PROF. PLAZA - EARNINGS 
ELIMINATE SDC INVESTMENT IN COMMERCIAL OPERATIONS $I2000 

HIDDEN HILLS CONTRIBUTED CAPITAL 
GLAZ CONTRIBUTED CAPITAL, NET 
GLAZ INVESTMENT IN HIDDEN HILLS - CONT CAPITAL 
HIDDEN HILLS EARNINGS - PRIOR 
HIDDEN HILLS EARNINGS - CURRENT YEAR 
SDC INVESTMENT IN HIDDEN HILLS - EARNINGS 
SDC INVESTMENT IN HIDDEN HILLS - CONT CAPITAL 

ELIMINATE SDC INVESTMENT IN HIDDEN HILLS JV #3300 

SDC INVESTMENT IN RANCHO VIEJO - EARNINGS 
SDC INVESTMENT IN RANCHO VIEJO - CAPITAL 
RANCHO VIEJO CONTRIBUTED CAPITAL 
RANCHO VIEJO EARNINGS - PRIOR 
RANCHO VIEJO EARNINGS - CURRENT YEAR 
ELIMINATE SDC INVESTMENT IN W C H O  VIEJO JV #6600 

PV CONTRIBUTED CAPITAL 
PV EARNINGS - PRIOR 
PV EARNINGS - CURRENT YEAR 
SDC INVESTMENT IN PALM VALLEY - EARNINGS 
SDC INVESTMENT IN PALM VALLEY - DEVELOP 
ELIMINATE SDC INVESTMENT IN PALM VALLEY #5500  

CORAL CANYON CONTRIBUTED CAPITAL 
CORAL CANYON - CURRENT YEAR 
SDC INVESTMENT IN CORAL CANYON - DEVELOP 
SDC INVESTMENT IN CORAL CANYON - EARNINGS 
ELIMINATE SDC INVESTMENT IN CORAL CANYON #3900 

RANCHLAND - CURRENT YEAR 
RANCHLAND - CONTRIBUTED CAPITAL 
RANCHLAND - DUE TO/FROM RANCHO VIEJO 
RANCHO INVESTMENT IN RANCHLAND UTILTY-CAPITAL 
RANCHO INVESTMENT IN RANCHLAND UTILTY-EARNINGS 
RANCHO - DUE TO/FROM RANCHLAND UTILITIES 
ELIMINATE RANCHO INVESTMENT IN RANCHLAND UTILITY 

$2.856.749.32 
$523,646.70 

$316,639.78 

$8,126.09 

$8,156.32 

$82.105.37 

$203,224.40 
$182,886.06 
$397.454.46 

$643.44 

$8,744,139.11 
56 687.713.00 

$90,289.50 

$12,825,259.78 

$1,414,716.71 

$152,768,812.48 
$9,625,337.53 
$ 4 , 9 2 6 , 6 3 5 . 9 8  

$9,978,412.11 

$42,619.70 

$ 1 , 0 6 2 , 9 4 4 . 3 9  
$176,174.00 

$ 9 2 , 2 3 5 . 6 7  

$1,822,514.94 

$779.466.39 
$434,240.58 

$912,832.69 
$113,667.31 

$2,307,137.27 
$2,694,953.30 

$872.316.24 
$150,309.61 

$281,410.66 

$121,246.12 

$6,687.713.00 
$3,069.71 

$87,219.79 
$8,744,139.11 

$1,329,015.08 
$12,821,275.56 

$65,701.63 

$14,551.973.51 
$152,768,812.48 a 

$42.619.70 
$9,978,412.11 

$92.235.67 

$1,062,944.39 

$176,174.00 



SunCor Development Company 
Consolidating Income Statement 
For the Year Ending December 31, 1999 (Unaudited) 

RANCHLAND 
UTILITY ............. Account Description ................... SUNCUR LPECO SCTS KTN PVGC GHH .......................... 

_ _  64,830,110 _ _  _ _  _ _  
_. 1,978,755 - _  _ _  _ _  .......................... 

1.978.755 64,830.110 

_ _  54,969,177 _ _  _. 
_. 
._ 191.879 ._ 

_ _  
30,146,383 
5,801,571 - _  
1,540,937 ............. 
37,488,891 

_. 
7,104,iaa _ _  _ _  _ _  ............. 
7,104,128 

............. 
2.853.412 Total Operating Revenues 

Operating Expenses 
COSL of Hems Sold 
Cost of Land SDld 

Utility Expense 
Land Pro]ect Costs 
General 6 Administrative 
DepltelaClOn 6 AmOlCllatlOn 

CannersLal Prop.rcla. 

Total Operating Expenses 

Net Operating Insom/lLossl 

Other Income and Gains 
Equity %n Jo int  Ventures 
1nr.re.t 1"Cmm 
Other 

Total Other Income and Gains 

Interest Expense. Net 
Interest Expense 
Less Capxeahzed Interest 

Total InCeresL Expenre. Net 

n,nor,cy 1ntera.c 

Income kfore  Ta les  

1ncDne Taxes 

NET INCOME/ ILOSSI 

I " ,  _ _  
3.442.629 _ _  

$ 1 1  

18,807,702 
5,561.964 

2.329,986 
io.ii8.2a 

37,929,845 

1,111,951 ............. 

1440.954) 

_ _  ._ 
1,783,238 5 , 4 4 9 , 4 6 0  
198.516 647,984 

-_  
276.637 .......................... 

2.175.653 61.066.611 

1196.8981 3.763.509 

_ _  _ _  _ _  _ _  
_. 1483,8551 

_ _  1 4 8 3 , 8 5 5 1  
.......................... 

99,915 

192.2231 

_ _  
.. 
.. 

3.630.666 

3,173,462 

_ _  
22,457 _. 

5.550,004 

6.509.298 
14,745,2801 ............. 
1.764.018 

i.oin.365 

2,326,667 

4,188,321 ............. 
S 11,861,6511 

123.893 

202,569 _ _  
22,457 

.......................... 
337.898 _ _  

_ _  _ _  
1534,7961 3,279.65e 

202,569 
_ -  

712.178 

1108,4411 

s 820.619 
............. 

HIDDEN 
HILLS ............. 

-. 
260,000 _. 

.. .. 

.. 
_ _  

192.2231 
._ 

.. 
3.495.918 

._ .......................... 
S 1534.7961 S 3.279.654 S 192.2231 

COPAL 
CANYON ............. 

s 3,495,918 

RANCHO 
VIEJO ............. 

CONSOLIDATED 
INCOME ............. 
77,586,447 
~8.306.5ii 

2.861.104 
9.776.673 

1.540.937 

130.071.672 
............. 

Account DePcrlption 

Revenues 
................... 

Home Sales 
Land Salss 
Commercial Propertle. 
Ucillcy Sales 
Ma*agsnent F*.* 

Total Operating R I Y ~ ~ L U I I  

Operating Expenses 
Cost of Homes Sold 
Cost of Land Sold 

Utility Expense 
Land Project Costs 
General Admini*traLive 
Depreelarlon L Amartizltxm 

Cwunarcl*l Proparti.. 

w o s  ............. 
12.755.318 

121,000 
.. 

675.000 
1.996.347 .. .. 
2,671.347 260.000 .. 

-. 
.. _ _  
_. 
.. 

42,620 ._ 

.. 
284.427 

1.066.1in .. 
._ 
_. 

774.3Y6 

9,925,940 
88.226 _ _  

64,895,111 
22,792,694 

1.885.835 
6.821.991 

2. 972.031 
18,321,614 
~,092.'106 

Total  Operating Expenaes 

Net Operllrlng Income/lLoasl 

Ocher Income and Gains 
EqurCy xn JomC Vencurea 
rnteresc Income 
Other 

Total Other Income and Qarns 

Interest Expense. Net 
1ncereac Expome 
Less: Capitalieed Interest 

Total Interest Expense, Net 

MInO*ILy Interest 

Income before Taxes 

Income Tdxea 

NET INCOME/ ILOSSI 

2,124,971 

546,377 

169,711 

90.290 

42.620 

(42,6201 

.. 

._ 

.. 

11,479,130 

1.198. inn 

.. 
6,241 _. 

............. 
6,244 

1,008,243 _ _  ............. 
1.008.241 

._ 
1455.6221 

.. 
............. 
5 1455.6221 

829 
15,700 

16,529 
............. 

.. 
............. 

5,185. ais 

8.05n.008 
14,745,2801 

3,312,728 

1,018,365 

io. i43,9an 

............. 
._ 
.. 

142.6201 
.. 

.. 

._ 
1,414,717 

_ _  
90.290 

.. I ,  079,880 

s 90,290 5 112.6201 5 1,414,717 





1. NAME, STATE OF ORGANIZATION, LOCATION AND NATURE OF BUSINESS OF 
CLAIMANT AND EVERY SUBSIDIARY THEREOF, OTHER THAN ANY EXEMPT WHOLESALE 
GENERATOR (EWG) OR FOREIGN UTILITY COMPANY IN WHICH CLAIMANT DIRECTLY 
OR INDIRECTLY HOLDS AN INTEREST. 

Pinnacle West Capital Corporation ( lgClaimantfg ) , having been 
incorporated on February 20, 1985 under the laws of the State of Arizona, and 
having its principal executive offices at 400 East Van Buren, Suite 700, 
Phoenix, Arizona 85004, was organized principally to acquire and hold securities 
of other corporations for investment purposes. Claimant currently holds stock in 
the following subsidiaries: 

a. Arizona Public Service Company (IIAPS" or the IlCornpany'l), is engaged 
principally in serving electricity in the State of Arizona. 
Incorporated in 1920 under the laws of the State of Arizona and having 
its principal executive offices at 400 North Fifth Street, Phoenix, 
Arizona 85004, APS became a subsidiary of the Claimant pursuant to a 
corporate restructuring plan approved by the Company's shareholders on 
April 18, 1985. 

(1) AXIOM Power Solutions, Inc. (I1AXIOM") - -  an Arizona 
corporation having been incorporated on October 29, 1996 and 
having its principal executive offices at 400 E. Van Buren, 
Phoenix, Arizona 85004, was organized primarily to sell 
security and energy management products and services. AXIOM is 
a wholly-owned subsidiary of APS. 

(2) Bixco, Inc. (qfBixcolt) - -  an Arizona corporation having 
been incorporated on June 4, 1971 and having its principal 
executive offices at 400 North Fifth Street, Phoenix, Arizona 
85004, was organized primarily to conduct exploration 
activities for energy resources and other valuable minerals. 
Subsequent to the sale of its oil and natural gas properties 
in 1981, Bixco has been inactive. Bixco is a wholly-owned 
subsidiary of APS. 

( 3 )  APS Energy Services Company, Inc. ("APSES") - -  an Arizona 
Corporation having been incorporated on November 6, 1998 and 
having its principal executive offices at 400 E. Van Buren, 
Phoenix, Arizona 85004, was organized primarily to sell 
energy, products and services. APSES is a wholly-owned 
subsidiary of APS. 

b. SunCor Development Company ( gfSunCorll) - an Arizona corporation 
having been incorporated on June 30, 1965 and having its 

2 



principal executive offices at 3838 North Central Avenue, Suite 1500, 
Phoenix, Arizona 85012, is a wholly-owned subsidiary of Claimant 
engaged primarily in the owning, holding and development of real 
property. 

(1) SunCor Resort & Golf Management, Inc. (IIResort & Golf 
Management" ) (previously named SunCor Resort Management, 
Inc." and I1SunCor Farms, Inc.Il) - -  an Arizona corporation 
having been incorporated on December 31, 1986 and having its 
principal executive offices at 3838 North Central Avenue' 
Suite 1500, Phoenix, Arizona 85012, operates and manages 
hotel, golf, food and beverage for the Wigwam Resort and 
Country Club, Sedona Golf Resort, SunRidge Canyon Golf Club, 
and Palm Valley Golf Club. Resort & Golf Management is a 
wholly-owned subsidiary of SunCor. 

(2) Litchfield Park Service Company (rlLPSCOgr) - -  an Arizona 
corporation having been incorporated on September 21, 1954 and 
having its principal executive offices at 501 East Plaza 
Circle, Suite B, Litchfield Park, Arizona 85340, is a 
regulated public utility engaged in providing water and sewer 
services to commercial and residential customers. LPSCO became 
a wholly-owned subsidiary of SunCor on December 31,1986. 

(3) Golden Heritage Homes, Inc. . ( "Golden Heritage Homes" ) - - 
(previously named IISunCor Homes, Inc. ( I ,  "LGR, Inc. If and "WGP 
Realty, Inc.") an Arizona corporation having been incorporated 
on May 14, 1986 and having its principal executive offices at 
3838 North Central Avenue, Suite 1500, Phoenix, Arizona 85012, 
was organized to provide brokerage and realty services in the 
sale of commercial and residential real property. Golden 
Heritage Homes is a wholly-owned subsidiary of SunCor. 

(i) Golden Heritage Construction, Inc. (IIGH 
Construction") - -  an Arizona corporation having been 
incorporated on December 30, 1993 and having its 
principal executive offices at 3838 North Central 
Avenue, Suite 1500, Phoenix, Arizona 85012, was 
organized to serve as a general residential 
contractor. GH Construction became a wholly-owned 

3 



subsidiary of Golden Heritage Homes, Inc. on January 
1, 1996. 

(4) SCM, Inc. (l1SCM1l) - -  anvArizona corporation having been 
incorporated on May 14, 1991 and having its principal 
executive offices at 3838 North Central Avenue, Suite 1500, 
Phoenix, Arizona 85012, was organized to participate in real 
estate joint ventures and other real estate related 
activities. SCM is a wholly-owned subsidiary of SunCor. 

(5) Golf de Mexico, S.A. DE C.V. (IIGolf de Mexico") - -  a 
Mexican variable capital corporation having been incorporated 
on February 8, 1992 in Tijuana, Baja California, Mexico, and 
having its principal executive offices at 3838 North Central 
Avenue, Suite 1500, Phoenix, Arizona 85012, was organized to 
operate and manage the Real del Mar Golf Course in Mexico. 
Golf de Mexico has been inactive. 

(6) SunCor Realty & Management Company ("SunCor Realty") - -  
(previously named Russell Ranch Development Company) an 
Arizona corporation having been incorporated on April 1, 1994 
and having its principal executive offices at 3838 North 

, Central Avenue, Suite 1500, Phoenix, Arizona 85012 was 
organized to participate in real estate management and other 
real estate related activities. SunCor Realty is a 
wholly-owned subsidiary of SunCor. 

(7) Palm Valley Golf Club, Inc. ("Palm Valley Golf") - -  an 
Arizona corporation having been incorporated on January 23, 
1996 and having its principal executive offices at 3838 North 
Central Avenue, Suite 1500, Phoenix, Arizona 85012, was 
organized to hold title to the Palm Valley Golf Course. Palm 
Valley Golf is a wholly-owned subsidiary of SunCor. 1 

(8) Rancho Viejo de Santa Fe, Inc. ("Rancho Viejo") - -  a New 
Mexico corporation having been incorporated on March 18, 1996 
and having its principal executive offices at 1590-B Pacheco 
Street, Santa Fe, New Mexico 87505, was organized to engage in 
real estate development in New Mexico. Rancho Viego is a 
wholly-owned subsidiary of SunCor. 

4 



(9) Ranchland Utility Company (llRanchlandlT) - -  a New Mexico 
corporation having been incorporated on September 5, 1997 and 
having its principal executive offices at 1590-B Pacheco 
Street, Santa Fe, New Mexico 87505 is a waste water utility. 
Ranchland is a wholly-owned subsidiary of Rancho Viejo. 

c. El Dorado Investment Company - -  an Arizona corporation having been 
incorporated on July 27, 1983 and having its principal executive 
offices at 400 East Van Buren, Suite 800, Phoenix, Arizona 85004, is a 
wholly-owned subsidiary of Claimant engaged primarily in the 
acquisition and holding of stocks and securities of other companies fo r  
investment purposes. 

2 .  A BRIEF DESCRIPTION OF THE PROPERTIES OF CLAIMANT AND EACH OF ITS 
SUBSIDIARY PUBLIC UTILITY COMPANIES USED FOR THE GENERATION, 
TRANSMISSION AND DISTRIBUTION OF ELECTRIC ENERGY FOR SALE, OR FOR THE 
PRODUCTION, TRANSMISSION AND DISTRIBUTION OF NATURAL OR MANUFACTURED 
GAS, INDICATING THE LOCATION OF PRINCIPAL GENERATING PLANTS, 
TRANSMISSION LINES, PRODUCING FIELDS, GAS MANUFACTURING PLANTS AND 
ELECTRIC AND GAS DISTRIBUTION FACILITIES, INCLUDING ALL SUCH PROPERTIES 
WHICH ARE OUTSIDE THE STATE IN WHICH CLAIMANT AND ITS SUBSIDIARIES ARE 
ORGANIZED AND ALL TRANSMISSION OR PIPELINES WHICH DELIVER OR RECEIVE 
ELECTRIC ENERGY OR GAS AT THE BORDERS OF SUCH STATE. 

Neither the Claimant nor any of its subsidiaries own property used for 
the production, transmission and distribution of natural or manufactured gas. 
APS, a "public utility company" as that term is defined in the Public Utility 
Holding Company Act of 1935, is the only one of Claimant's subsidiaries that 
owns property used for the generation, transmission and distribution of electric 
energy for sale. 

5 
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Exhibit D attached hereto shows the location of APS' major generating 
plants (including those owned jointly with others), principal transmission lines 
(including those operated for others) and interconnections of transmission lines 
with out-of-state utilities at state lines. ~ l l  of such facilities, except the 
Four Corners Generating Station (IIFour Corners"), and all of APS' distribution 
facilities, are located within the State of Arizona. Four Corners is a 
mine-mouth power plant, located in the northwest corner of New Mexico, near the 
city of Farmington, approximately 40 miles east of the Arizona-New Mexico 
border. 

APS1 present generating facilities have an accredited capacity 
aggregating 3,986,900 kilowatts, comprised as follows: 

Coal : 
Units 1, 2 and 3 at Four Corners, 

15% owned Units 4 and 5 at Four Corners, 

Units 1, 2, and 3 at the Cholla Plant, 

14% owned Units 1, 2 and 3 at the Navajo 

CAPACITY (kW) 

aggregating ............................................. 560,000 

representing ............................................ 222,000 

aggregating ............................................. 615,000 

Plant, representing ..................................... 315,000 - - - - - - _ _ -  

Gas or Oil : 
Two steam units at Ocotillo, two steam 
units at Saguaro and one steam 

Eleven combustion turbine units, 

Three combined cycle units, 

unit at Yucca, aggregating ........................... 
aggregating ......................................... 
aggregating 

e 
......................................... 

435,000 (1) 

1,183,000 
----- ---- --------- 

Nuclear: 
29.1 % owned or leased Units 1, 2 and 3 
at Palo Verde, representing ............................. 1,086,300 

- - - - - - - - - - - - - - - - - - 

Other ..................................................... 5,600 --------- --------- 
. . . . . . . . . . . . . . . . . . . . . . . . .  

(1) West Phoenix steam units (108,300 kw) are currently mothballed. 
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APS' transmission facilities consist of approximately 5,268 pole miles 
of overhead lines and approximately 23 miles of underground lines, all of which 
are located within the State of Arizona. APS' distribution facilities consist of 
approximately 11,444 pole miles of overhead lines and approximately 10,110 miles 
of underground lines, all of which are located within the State of Arizona. 

3. THE FOLLOWING INFORMATION FOR THE LAST CALENDAR YEAR WITH RESPECT TO 
CLAIMANT AND EACH OF ITS SUBSIDIARY PUBLIC UTILITY COMPANIES (DATA IS NOT 
CURRENTLY MAINTAINED IN A FORMAT IDENTIFYING THE STATE IN WHICH THE SALES AND 
PURCHASES ARE MADE OR THE AMOUNT OF THEIR ASSOCIATED REVENUES OR EXPENSES.): 

a. NUMBER OF KWH OF ELECTRIC ENERGY SOLD (AT RETAIL OR 
WHOLESALE), AND MCF. OF NATURAL OR MANUFACTURED GAS DISTRIBUTED AT 
RETAIL. 

CLAIMANT APS 
None 30,780,474,000 kwh of electric energy sold at 

wholesale or retail 

0 Mcf. of natural or manufactured gas distributed at 
wholesale or retail 

b. NUMBER OF KWH OF ELECTRIC ENERGY AND MCF. OF NATURAL OR 
MANUFACTURED GAS DISTRIBUTED AT RETAIL OUTSIDE THE STATE IN WHICH EACH 
SUCH COMPANY IS ORGANIZED. 

CLAIMANT APS 
None 62,591,000 kwh of electric energy was distributed at 

retail outside Arizona. 

0 Mcf. of natural or manufactured gas distributed at 
retail outside Arizona * 
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c. NUMBER OF KWH OF ELECTRIC ENERGY AND MCF. OF NATURAL OR 
MANUFACTURED GAS SOLD AT WHOLESALE OUTSIDE THE STATE IN WHICH EACH SUCH 
COMPANY IS ORGANIZED, OR AT THE STATE LINE. 

CLAIMANT APS 
None 976,200 kwh of electric energy was sold at wholesale 

(to meet wholesale native load) outside Arizona or at 
state line. Data on wholesale non-native load is 
not currently maintained in this format. 

0 Mcf. of natural or manufactured gas sold at 
wholesale (to meet wholesale native load) outside 
Arizona or at state line. 

d. NUMBER OF KWH OF ELECTRIC ENERGY AND MCF. OF NATURAL OR 
MANUFACTURED GAS PURCHASED OUTSIDE THE STATE IN WHICH EACH SUCH COMPANY 
IS ORGANIZED OR AT THE STATE LINE. 

CLAIMANT APS 
None 0 kwh of electric energy was purchased outside 

Arizona or at state line. Data is not currently 
maintained in this format. 

19,380,577 Mcf. of natural or manufactured gas (used 
for generation) purchased outside Arizona or at 
state line. 

4 .  THE FOLLOWING INFORMATION FOR THE REPORTING PERIOD WITH RESPECT TO 
CLAIMANT AND EACH INTEREST IT HOLDS DIRECTLY OR INDIRECTLY IN AN EWG OR 
A FOREIGN UTILITY COMPANY, STATING MONETARY AMOUNTS IN UNITED STATES 
DOLLARS : 

The Claimant holds no interest, direct or indirect, in an EWG orra 
foreign utility company. 

a. NAME, LOCATION, BUSINESS ADDRESS AND DESCRIPTION OF THE 
FACILITIES USED BY THE EWG OR FOREIGN UTILITY COMPANY FOR THE 
GENERATION, TRANSMISSION AND DISTRIBUTION OF ELECTRIC ENERGY FOR SALE 
OR FOR THE DISTRIBUTION AT RETAIL OF NATURAL OR MANUFACTURED GAS. 

Not applicable. 

b. NAME OF EACH SYSTEM COMPANY THAT HOLDS AN INTEREST IN SUCH 
EWG OR FOREIGN UTILITY COMPANY; AND DESCRIPTION OF THE INTEREST HELD. 

Not applicable. 
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C. TYPE AND AMOUNT OF CAPITAL INVESTED, DIRECTLY OR 
INDIRECTLY, BY THE HOLDING COMPANY CLAIMING EXEMPTION; ANY DIRECT OR 
INDIRECT GUARANTEE OF THE SECURITY OF THE EWG OR FOREIGN UTILITY 
COMPANY BY THE HOLDING COMPANY CLAIMING EXEMPTION; AND ANY DEBT OR 
OTHER FINANCIAL OBLIGATION FOR WHICH THERE IS RECOURSE, DIRECTLY OR 
INDIRECTLY, TO THE HOLDING COMPANY CLAIMING EXEMPTION OR ANOTHER SYSTEM 
COMPANY, OTHER THAN THE EWG OR FOREIGN UTILITY COMPANY. 

Not applicable. 

d. CAPITALIZATION AND EARNINGS OF THE EWG OR FOREIGN UTILITY 
COMPANY DURING THE REPORTING PERIOD. 

Not applicable. 

e. IDENTIFY ANY SERVICE, SALES OR CONSTRUCTION CONTRACT(S1 
BETWEEN THE EWG OR FOREIGN UTILITY COMPANY AND A SYSTEM COMPANY, AND 
DESCRIBE THE SERVICES TO BE RENDERED OR GOODS SOLD AND FEES OR REVENUES 
UNDER SUCH AGREEMENT (S) . 

Not applicable. 
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EXHIBIT A 

A CONSOLIDATING STATEMENT OF INCOME AND SURPLUS OF THE CLAIMANT AND ITS 
SUBSIDIARY COMPANIES FOR THE LAST CALENDAR YEAR, TOGETHER WITH A CONSOLIDATING 
BALANCE SHEET OF CLAIMANT AND ITS SUBSIDIARY COMPANIES AS OF THE CLOSE OF SUCH 
CALENDAR YEAR. 

Exhibit A hereto includes consolidating statements of income and 
consolidating balance sheets for the Claimant and the following of its 
subsidiaries: Arizona Public Service Company, SunCor Development Company and El 
Dorado Investment Company. Subsidiaries have been consolidated for financial 
reporting purposes in accordance with Statement of Financial Accounting 

included are consolidating statements of income and consolidating balance sheets 
for SunCor Development Company and its subsidiaries. 

Standards No. 9 4 ,  CONSOLIDATION OF ALL MAJORITY-OWNED SUBSIDIARIES. Also 
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EXHIBIT B FINANCIAL DATA STATEMENT 

If, at the time a report on this form is filed, the registrant is required to 
submit this report and any amendments thereto electronically via EDGAR, the 
registrant shall furnish a Financial Data Schedule. The Schedule shall set forth 
the financial and other data specified below that are applicable to the 
registrant on a consolidated basis. 

1. Total Assets. 

2. Total Operating Revenues 

3 .  Net Income. 

See Exhibit B hereto. 
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EXHIBIT C 

An organizational chart showing the relationship of each EWG or foreign 
utility company to associate companies in the holding-company system. 

Not applicable. 



EXHIBIT D 

In accordance with Item 304 of Regulation S-T of the Securities 
Exchange Act of 1934, APS' Service Territory map contained as Exhibit D to this 
Form U-3A-2 is a map of the State of Arizona showing APS' service area, the 
location of its major power plants and principal transmission lines, and the 
location of transmission lines operated by APS for others. The major power 
plants shown on such map are the Navajo Generating Station located in Coconino 
County, Arizona; the Four Corners Power Plant located near Farmington, New 
Mexico; the Cholla Power Plant, located in Navajo County, Arizona; the Yucca 
Power Plant, located near Yuma, Arizona; and the Palo Verde Nuclear Generating 
Station, located about 55 miles west of Phoenix, Arizona (each of which plants 
is reflected on such map as being jointly owned with other utilities), as well 
as the Ocotillo Power Plant and West Phoenix Power Plant, each located near 
Phoenix, Arizona, and the Saguaro Power Plant, located near Tucson, Arizona. 
APS' major transmission lines shown on such map are reflected as running between 
the power plants named above and certain major cities in the State of Arizona. 
The transmission lines operated for others shown on such map are reflected as 
running from the Four Corners Plant through a portion of northern Arizona to the 
California border. 
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The above-named Claimant has caused this statement to be duly executed 
on its behalf by its authorized officer on this 1st day of March, 1999. 

PINNACLE WEST CAPITAL CORPORATION 
(Name of Claimant) 

[CORPORATE SEAL] 

Attest: 

Suzanne Debes 

Name, title and address of officer to whom notices and correspondence concerning 
this statement should be addressed: 

MICHAEL V. PALMER1 TREASURER 
(Name ) (Title 

400 EAST VAN BUREN, SUITE 700, PHOENIX, ARIZONA 85004 
(Address ) 

14 



EXHIBIT B Financial Data Schedule 

The Claimant submits the following consolidated financial information: 

1. Total Assets: $6,824,546,000 

2. Total Operating Revenues: $2,130,586,000 

3 Net Income: $242,892,000 



c PINNACLE WEST CAPITAL CORPORATION 
CONSOLIDATING BALANCE SHEET 
December 31, 1998 
(THOUSANDS OF DOLLARS ) 

( UNAUD I TED ) 

AND AIMUSTING ENTRIES' 
CREDIT TOTAL - - - _ _ _  _ _ _ _ _  PWCC _ _ - _  APS - - _  DEBIT 

ASSET 
CURRENT ASSETS 
Cash and cash equivalents 
Customer and other 

receivables - net 
Accrued utility revenue 
Materials and supplies 
Fossil fuel 
Deferred income taxes 
Other current assets 

Total current assets 

INVESTMENTS AND OTHER ASSETS 
Real estate investments net 

Other assets 
(cap interest) 

Total investments and other 

UTILITY PLANT 
Electric plant in service and 

Less accumulated depreciation 
and amrtization 

Total Utility Plant 
Nuclear Fuel, net of amortizaton 
Construction work in progress 

held for future use 

Net Utility Plant 

$ 8,833 

1,679 

s 5 , 5 5 8  t - -  5 

--in) 

_ _  $ 20,538 

227,487 
67.740 
69,074 
13.978 
3.999 

26,695 

233.876 

69,074 
13,978 
3,999 

47,594 

67.740 

3,975 ( 0 )  
1,040 IC) 

_ _  
619 

11.131 414,531 

6.161 if) 5.762 (e) 331.021 
2.313.78~ia. f,h) 236.562 

7,265,604 

2,814,762 _ _ _ _ - _ _ _ _ _  
7,265.604 

2,814,762 

4.450.842 
51,078 

228,643 

4,450,842 
51,078 

228,643 

4,730,563 

DEFERRED DEBITS 
Deferred income taxes 
Regulatory asset for income taxes 
Rate synchronization cost deferrals 
Other deferred debits 5,120 

Total deferred debits 5,120 

TOTAL ASSETS $2,349,733 

_ _ - - - _ _ _ _ _  
- - - - - - - - - - 
==i.===.ir=l 

33,228 ( 0 )  
400.795 
303.660 
360,201 

1,064,656 

$6,393,299 

_ _ _ _ _ _ _ _ _ _  
_ - _ _ _ - _ _ _ -  
-.-sI*IiiI 0 



PINNACLE WEST CAPITAL CORPORATION 
CONSOLIDATING BALANCE SHEET (UNAUDITED) 
December 31, 1998 
(THOUSANDS OF DOLLARS) 

LIABILITIES AND EQUITY 
CURRENT LIABILITIES 

Accounts payable 
Accrued taxes 
Accrued interest 
Dividend payable 
Short-term borrowings 
Commerical paper, net 
Current maturities of 
long-term debt 
Customer Deposits 
Other current liabilities 

Total current liabilities 

NON-CURRENT LIABILITIES 
Long-term debt less current 
maturities 

DEFERRED CREDITS AND OTHER 
Deferred income taxes 
Deferred investment tax credit 
Unamortized gain-sale of 

Other deferred credits 
utility plant 

5 1,785 

199 _ _  _ _  _ _  

5 145.139 
59,027 
31.210 _ _  _ _  

178.830 

154,318 
26,015 
16,755 

$ 8.847 _ _  
449 

S 155.800 
2,68511.k) 62,520 

31.066 

3 , 6 6 1  
1,695 

629 

15,281 
- - - - - - - - - 3,311 

612,962 

00.421 

11,412 1,312,007 
32.465 

77,787 
17,675 400,542 6,371 

39.803 1k.o) 1,343,536 
5.120 l j )  27,345 

17,781 
3,520lg) 428.122 _ _ _ _ _ _ _ _ _ _  

Total deferred credits 09.087 
______--._ 

COMMITMENTS AND CONTINGENCIES (NOTE) 

MINORITY INTERESTS: 
Non-Redeemable preferred stock of APs 
Redeemable preferred stock of APS 
Joint Ventures of SunCor 

6 , 3 1 1  

85,840 
9.401 _ _  

85.840 
9.401 

5.7621e) 5,762 

COMMON STOCK EQUITY: 
Common stock 
Accumulated deficit 

2,023,144 
139,607 

2,261.325 (a) 
46.200(a) 

1,373,787 
601.968 

1,915,755 
_ _ _ _ _ _ _ _ _ _  

316,391 
(71,439) 

Total 2,163,351 304.952 

TOTAL LIABILITIES AND EQUITY 52,349,133 



PINNACLE WEST CAPITAL CORPORATION 
CONSOLIDATING BALANCE SHEET 
ELIMINATING AND ADJUSTING ENTRIES 

DEBITS CREDITS 

(h) 

(i) 

_ - - - - -  - - - - - - - 
$2,261,325 

Accumulated earnings 46,288 
Common stock 

Other investments $2,307,613 

To eliminate PNW investment in subsidiaries 

common 
Stock 

APS $1,846,888 
SunCor 376,391 
El Dorado 38,046 

Total $2,261,325 
- - - - - _ - _ - -  
_ _ _ - _ _ - _ _ - - _ - - P I S  

Other current liabilities $ 1,690 
Customer and other receivables - net 

To eliminate intercompany receivables/payables 

1,690 

APS 
SunCor 
El Dorado 

Total 

Other current liabilities 
Other current assets 

To eliminate PNW payable to APS 

Dividends Payable 
Customer and other receivable - net 

TO eliminate APS Dividend to PNW 

Minority interest 
Real estate investments - net 

$1,040 

To eliminate minority interest of SunCor JV partners 

$5,762 
$5,762 

Real estate investments - net 
Other - assets 

$6,161 

TO reclass PNW capitalized interest related to SunCor 

Other current liabilities 
Other deferred credits 

To reclass PNW deferred camp to long-term 

Other deferred debits 
Other - assets 

To reclass PNW unamortized debt to long-term 

Accounts payable 
Accrued taxes 

To reclass PNW property tax 

Deferred investment tax credit 
Other deferred debits 

$3,528 

$6,161 

$8 
$8 

$ 5  
$ 5  

$5,120 
$5,120 

To reclass PNW ITC from Deferred taxes to Deferred ITC 

Other deferred debits $2,680 
Accrued taxes $2.680 

To reclass PNW accrued taxes 

Deferred income taxes-current portion $3,975 
Deferred income taxes-noncurrent portion 33,228 

Deferred income taxes $37,203 

To eliminate Suncor deferred tax asset and PNW deferred tax liability. 



PINNACLE WEST CAPITAL CORPORATION 
CONSOLIDATING INCOME STATEMENT (UNAUDITED) 
FOR THE PERIODS ENDED DECEMBER 31, 1998 
(THOUSANDS OF DOLLARS) 

OPERATING REVENUES: 
Electric 
Real Estate 

ADJUSTMENTS & ELIMINATIONS 
PWCC APS SUNCOR ELDO DEBIT CREDIT _ - - -  - _ -  _ _ - _ _ _  _ - - -  _ - - - -  _ _ _ _ _ _  

s - -  

Total _ _  
- - - - - - - - 

FUEL EXPENSES: 
Fuel for  electric generation 
Purchased power - - - - - - - - 
Total - _  

- - - - - - - - 
OPERATING EXPENSES: 
Utility operations and maintenance 
Real estate operations 
Depreciation and amortization 209 
Taxes other than income taxes 

- - - - - - - 
Total 209 - - - - - - - - 

OPERATING INCOME (209) 

OTHER INCOME (DEDUCTIONS): 
- - - - - - - 

Interest on long-term debt (9,874) 
Other interest (673) 
Capitalized interest 
Preferred stock dividend 
requirements 

Other, net 292,897 

Total 282,350 

INCOME BEFORE INCOME TAXES 282,141 
Income Tax Expense (Benefit) 39,249 

NET INCOME (LOSS) $242,892 

- - - - - - - 
- - - - - - - - 

- - - - - - - - 
= = = = = a = =  

$2,006,398 

_ _ _ _ _ _ _ - _ -  
2,006,398 - - _ - - - - - - -  

231,967 
305,534 

537,501 
_ - _ - _ - - - - -  
- - - - - - - - - -  

414,041 

376,574 
115,264 

905,879 

TOTAL _ _ _ _ _  

52,006,398 
124,188 

2,130,586 
- - - - _ _ _ _ _ -  
- - - _ - - - - - -  

231,967 
305,534 

537,501 
- - - - - - - - - - 
_ - - _ _ _ _ _ _ _  

414,041 
115,331 
379,679 
116,906 

1,025,957 

567.128 



6 PINNACLE WEST CAPITAL CORPORATION 
CONSOLIDATING INCOME STATEMENT 
ELIMINATING ENTRIES 

(a) Other - net (Subs income) 
Retained Earnings 

$ 294,791 
$ 294,791 

To eliminate PWCC Equity in earnings from subsidiaries 

PWCC 
- - - -  

APS $245,544 
SunCor 44,719 
El Dorado 4,528 

Total $294,791 
- - - - - - -  
------- ------- 

(b) Real Estate Operations $ 
Interest Expense (PWCC) 

To reclass Capitalized Interest €or SunCor Land Sales 

(c) Taxes other than income taxes 
Other - net 

To reclass PNW property taxes 

(d) Taxes other than income taxes 
Real estate operations 

$ 

731 
$ 73 1 

26 
$ 26 

$ 1,616 
$ 1,616 

To reclass SunCor property taxes 

(e) Other, net (El Dorado interest income) $ 325 
Other interest $ 325 

To eliminate interest on ELD loan to PNW 



SUNCOR DEVELOPMENT COMPANY 
CONSOLIDATED BALANCE SHEET (UNAUDITED) 
FOR THE MONTH ENDED DECEMBER 31, 1998 

............... 
176,711 162.100 i ............... 

6 1 , 1 5 2  * 6 , : 0 8  

................. 
,799,810 4.189.657 ................. 

1 3 . 1 5 1 . 3 0 1  

........... 
11,1.1.101 I ........... 

1 0 . 4 0 ,  

1.01. 

................ 

. l l i . 9 6 i  1G1.111 ................ 
BLI*INIIIONO ................................ 

H "ILLS R "rem c UWYO" RBF D e B l t  RE1 CREDIT ............................... ......... 
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SMLP PVGC - - - -  - - - -  ACCOUNT DESCRIPTION - - - - - - - - - _ - _ - - - - - - -  
LONG-TERM ASSETS 

CORAL CANYON 
HIDOEN HILLS 
RANCHO VIEJO 
PALM VALLEY 
LITCHFIELO GREENS 
VILLAGE OF LITCHFIELO GREENS 
SCOTTSOALE MOUNTAIN 
MARKETPLACE - AUTOPLEX 
TATUM RANCH 
TALAVI 

DEVELOPMENT PROJECTS 

5,597,906 

7,011,475 - 
WIGWAM OUTLET STORES 
GOLDEN HERITAGE LAND 
BILTMORE ESTATES 
OTHER COMMERCIAL LAND 

UITY INVESTMENTS: 
EQUITY IN CTRPT ASSOC-LLP 
INVEST IN KYRENE ASSOCIATES LLC 
INVEST IN PV APARTMENTS (I L 11) 
INVESTMENT IN SUNRIDGE CANYON LLC 
INVESTMENT IN SEOONA GOLF LC 
INVESTMENT IN PLUHCOR REALTY LLC 

0 

EQ 

9,652,389 
3,589.437 

INVEST IN TALAVI ASSOCIATES LLC 
INVESTMENT IN WESTWORLD GOLF 

CONSOLIDATED ELIMINATING ENTITIES: 
INVEST IN KneUTO/SUNCOR JV 
INVESTMENT IN WIGWAM OUTLET LLC 
INVEST IN SCOTTS MTN LTD PART 
INVEST IN GOLDEN HERITAGE 
GOLDEN HERITAGE DUE DILIGENCE 
INVESTMENT IN SCM 

INVESTMENT IN SASI 
INVESTMENT IN PALM VALLEY 
INVESTMENT IN PALM VALLEY GOLF 
PALM VALLEY GOLF MNTRIB. CAP 
INVESTMENT IN RANCHO VIEJO 
INVESTMENT IN HIOOEN HILLS 
INVESTMENT IN CORAL CANYON 

INVESTMENT IN FIDDLESTICKS-SCOTTS 
INVESTMENT IN FIDDLESTICKS-TEMPE 
INVESTMENT IN FUNTASTICKS 
INVESTMENT IN GENERAL COMM OPS 
INVESTMENT IN PV MARKETPLACE 
INVESTMENT IN PV PAVILIONS 
INVESTMENT IN PV CROSSING 
INVESTMENT IN AUTOPLEX 
INVESTMENT IN TALAVI 
INVESTMENT IN METROCENTER 
INVESTMENT IN RESTORATION PLACE 
INVESTMENT IN LITCHFIELO PARK OPS 
INVESTMENT IN LP PROF. P L A m  
INVESTMENT IN WWOS LLC 
INVESTMENT IN APS PROPERTIES 

5 INVESTMENT IN LPSCO 

PROJECT 2000: 

COMMERCIAL PROPERTIES 
LONG-TERM NOTES RECEIVABLE 

SOC PHASE I LANO NOTE TO WWOS 
SOC PAYOFF OF WWOS RLC 
SDC LOAN TO LPSCO 

PROPERTY & EQUIPMENT, NET 

DEFERRED INCOME TAXES 
WATER & SEWER UTILITY PROP, NET 

3 DEFERRED ASSETS 

3 DEPOSITS 

TOTAL LONG-TERM ASSETS 

TOTAL ASSETS 

782,907 

5.882.342 

5,245,299 
1.L54.335 

0 
525,943 

12,173,458 
n 

167,221,252 
6,231.352 
(4,060,675) 
8,674,183 
1,170.838 
481.241 

(603.562) 
1,623,517 
2,334,403 

79,255.821 
1,406,129 

899.849 
311,587 
(574,137) 
(139,299) 
253,727 
(65.725) 
73.203 
(18,428) 
(11,397) 

(126,0841 
5 294,782 

5,964.889 
1,304,153 

10.000.000 
300,000 
785,336 

2,696,758 
33,225,488 

3 6 , 6 9 6  142,635 
202,691 1,195,557 

13,503,454 

ACCOUNT DESCRIPTION 

LONG-TERM ASSETS 

CORAL CANYON 
HIOOEN HILLS 
RANCHO VIEJO 
PALM VALLEY 
LITCHPIELO GREENS 
VILLAGE OF LITCHFIELD GREENS 
SCOTTSOALE MOUNTAIN 
MARKETPLACE - AUTOPLEX 
TATUM RANCH 
TALAVT 

- _ - - _ _ - - - _ _ _ _ _ _ _ _ _ _  
DEVELOPMENT PROJECIS 

164.717.178 
943,106 

16,567,774 

12,705.211 

12.962.803 

2,414,265 
16,232,891 

1,393,876 

_ .  
WIGWAM OUTLET STORES 
GOLDEN HERITAGE LAN0 
BILTMORE ESTATES 
OTHER COMMERCIAL LAND 

EQUITY INVESTMENTS: 
3.500.641 

23,472,509 
1,440,528 

EQUITY IN CTRPT ASSOC-LLP 
INVEST IN KYRENE ASSOCIATES LLC 
INVEST IN PV APARTMENTS (I & 11) 
INVESTMENT IN SUNRIDGE CANYON LLC 
INVESTMENT IN SEDONA GOLF LC 

936,291 

120,000 
2,842,332 

3,807,232 

5 INVESTMENT IN LPSCO 373,781 



INVESTMENT IN SASI 
INVESTMENT IN PALn VALLEY 
INVESTMENT IN PALM VALLEY GOLF 
PALM VALLEY GOLF CONTRIB. CAP 

INVESTMENT IN HIDDEN HILLS 
INVESTMENT IN CORAL CANYON 

INVESTMENT IN FIDDLESTICKS-SCOTTS 
INVESTMENT IN FIDDLESTICKS-TEMPE 
INVESTMENT IN FUNTASTICKS 
INVESTMENT IN GENERAL COMM OPS 
INVESTMENT IN PV MARKETPLACE 
INVESTMENT IN PV PAVILIONS 
INVESTMENT IN PV CROSSING 
INVESTMENT IN AUTOPLEX 

INVESTMENT IN m c n o  VIEJO 

PROJECT 2000: 

ZNVESTMENT IN TALAVI 
INVESTMENT IN METROCENTER 
INVESTMENT IN RESTORATION PLACE 
INVESTMENT IN LITCHFIELD PARK OPS 
INVESTMENT IN LP PROF. PLAZA 
INVESTMENT IN WWOS LLC 
INVESTMENT IN APS PROPERTIES 

COMMERCIAL PROPERTIES 
LONG-TERM NOTES RECEIVABLE 

SDC PWSE I LAND NOTE TO WWOS 
SDC PAYOFF OF WWOS RLC 
SDC LOAN TO LPSCO 

PROPERTY & EQUIPMENT, NET 

DEFERRED INCOME TAXES 
WATER & SEWER UTILITY PROP, NET 

3 DEFERRED ASSETS 

3 DEPOSITS 

TOTAL LONG-TERM ASSETS 

TOTAL ASSETS 

18. 007.355 
187.817 265,654 

1,388.591 99,108 71,783 
169,620 157,599 441.233 

ACCOUNT DESCRIFTION 

LONG-TERM ASSETS 

CORAL CANYON 

RANCHO VIES0 
PALM VALLEY 
LITCHFIELD GREENS 
VILLAGE OF LITCHFIELD GREENS 
SCOTTSDALE MObNTAIN 
MARKETPLACE ~ AUTOPLEX 

T U l A V I  

- - - - _ _ _ - _ - _ _ _ - - - - - -  
DEVELOPMENT PROJECTS 

HIDDEN HILLS 

TATUM w c n  

465,261 
1,199,790 

9,258,472 

- 
WIGWAM OUTLET STORES 
GOLDEN HERITAGE LAND 
BILTMORE ESTATES 
OTHER COMMERCIAL LAND 

EQUITY INVESTMENTS: 
EQUITY IN CTRPT ASSOC-LLP 
INVEST IN KYRENE ASSOCIATES LLC 
INVEST IN PV APARTMENTS (I & 11) 
INVESTMENT IN SUNRIDGE CANYON LLC 
INVESTMENT IN SEDONA GOLF LC 
INVESTMENT IN PLUMCOR REALTY LLC 
INVEST IN TALAVI ASSOCIATES LLC 
INVESTMENT IN WESTWORLD GOLF 

CONSOLIDATED ELIMINATING ENTITIES: 
INVEST IN KABUTOlSUNCOR JV 
INVESTMENT IN WIGWAM OUTLET LLC 
INVEST IN SCOTTS MTN LTD PART 

R 8,853,122 
18,539,382 0 23,340,125 
15.130.119 I 20,999.080 

O D  1,154,335 

925.943 

0 
I 

INVEST IN GOLDEN HERITAGE 
GOLDEN HERITAGE DUE DILIGENCE 
INVESTMENT IN SCM 

INVESTMENT IN SASI 
INVESTMENT IN PALM VALLEY 
INVESTMENT IN PALM VALLEY GOLF 
PALM VALLEY GOLF CONTRIB CAP 
INVESTMENT IN RANCHO VIEJO 
INVESTMENT IN HIDDEN HILLS 
INVESTMENT IN CORAL CANYON 

INVESTMENT IN FIDDLESTICKS-SCOTTS 
INVESTMENT IN FIDDLESTICKS-TEMPE 
INVESTMENT IN FUNTASTICKS 
INVESTMENT IN GENERAL COMM OPS 
INVESTMENT IN W MARKETPLACE 
INVESTMENT IN PV PAVILIONS 
INVESTMENT IN PV CROSSING 
INVESTMENT IN AUTOPLEX 
INVESTMENT IN TALAVI 
INVESTMENT IN METROCENTER 
INVESTMENT IN RESTORATION PLACE 
INVESTMENT IN LITCHFIELO PARK OPS 
INVESTMENT IN LP PROF. PLAZA 
INVESTMENT IN WWOS LLC 
INVESTMENT IN APS PROPERTIES 

5 INVESTMENT IN LPSCO 

PROJECT 2000: 

COMMERCIAL PROPERTIES 
LONG-TERM NOTES RECEIVABLE 

SDC PHASE I LAND NOTE TO WWOS 
SDC PAYOFF OF WWOS RLC 
SDC LOAN TO LPSCO 

PROPERTY & EQUIPMENT, NET 

DEFERRED INCOME TAXES 
WATER & SEWER UTILITY PROP, NET 

3 DEFERRED ASSETS 

3 DEPOSITS 

TOTAL LONG-TERM ASSETS 

TOTAL ASSETS 

L 

.~ 
11,925,668 
1,023,781 

167,221.252 
6,231,352 

650.000 L 
o v  
M 

N 
U 
T 

4,060.675 
85,702 U 
3.070 T 

8,759,885 
1,173,907 
481,241 W 

s 2,426,077 S 
s 
s 

o s  

1.822.515 
1,623,517 
2.334.403 

79.255.821 S 
s 
s 

o s  
574,137 
139,299 

S 

1,406,129 
899.849 
311.587 

253,727 
65,725 

S 73,203 
0 
0 

s 
s 
s 

18,428 S 
11,397 S 

126.084 S 

P 
P 
G 

1,304,153 
10,000.000 

300.000 
70.633 5,264 

0 

_ _ _ _ _ _ _ _ _ _ _ _  
42,130,095 

$ 50,004,040 



e ACCOUNT DESCRIPTION 

LONG-TERM ASSETS 

CORAL CANYON 
HIDDEN HILLS 
RANCHO VIEJO 
PALM VALLEY 
LITCHFIELD GREENS 
VILLAGE OF LTTCHFIELD GREENS 
SCOTTSDALE MOUNTAIN 
MARKETPLACE - AUTOPLEX 
TATVM RANCH 
TALAVI 

- - - - - - - _ _ _ _ _ _ _ _ _ _ _ _  
DEVELOPMENT PROJECTS 

5 

0 

3 

3 

- 
WIGWAM OUTLET STORES 
GOLDEN HERITAGE LAND 
BILTMORE ESTATES 
OTHER COMMERCIAL LAND 

EQUITY INVESTMENTS: 
EQUITY IN CTRPT ASSOC-LLP 
INVEST IN KYRENE ASSOCIATES LLC 
INVEST IN PV APARTMENTS (I h 11) 
INVESTMENT IN SUNRIDGE CANYON LLC 
INVESTMENT IN SEDONA GOLF LC 
INVESTMENT IN PLUMCOR REALTY LLC 
INVEST IN TALAVI ASSOCIATES LLC 
INVESTMENT IN WESTWORLD GOLF 

CONSOLIDATED ELIMINATING ENTITIES: 
INVEST IN KABUTO/SUNCOR JV 
INVESTMENT IN WIGWAM OUTLET LLC 
INVEST IN SCOTTS MTN LTD PART 
INVEST IN GOLDEN HERITAGE 
GOLDEN HERITAGE DUE DILIGENCE 
INVESTMENT IN SCM 
INVESTMENT IN LPSCO 
INVESTMENT IN SASI 
INVESTMENT IN PALM VALLEY 
INVESTMENT IN PALM VALLEY GOLF 
PALM VALLEY GOLF CONTRIB. CAP 
INVESTMENT IN RANCHO VIEJO 
INVESTMENT IN HIDDEN HILLS 
INVESTMENT IN CORAL CANYON 

INVESTMENT IN FIDDLESTICKS-SCOTTS 
INVESTMENT IN FIDDLESTICKS-TEMPE 
INVESTMENT IN FUNTASTICKS 
INVESTMENT IN GENERAL COMM OPS 
INVESTMENT IN PV MARKETPLACE 
INVESTMENT IN PV PAVILIONS 
INVESTMENT IN PV CROSSING 
INVESTMENT IN AUTOPLEX 
INVESTMENT IN TALAVI 
INVESTMENT IN METROCENTER 
INVESTMENT IN RESTORATION PLACE 
INVESTMENT IN LITCHFIELD PARK OPS 
INVESTMENT IN LP PROF. PLAZA 
INVESBIENT IN WWOS LLC 
INVESTMENT IN APS PROPERTIES 

PROJECT 2000: 

COMMERCIAL PROPERTIES 
LONG-TERM NOTES RECEIVABLE 

SDC PHASE I LAND NOTE TO WWOS 
SDC PAYOFF OF WWOS RLC 
SDC LOAN TO LPSCO 

PROPERTY & EQUIPMENT, NET 
DEFERRED ASSETS 
DEFERRED INCOME TAXES 
WATER & SEWER UTILITY PROP, NET 
DEPOSITS 

TOTAL LONG-TERM ASSETS 

TOTAL ASSETS 

465,261 
1,199,790 
3.258.472 

0 
3,500,641 

0 
23,472,509 
1,440,528 

936,291 
9,652,389 
3,589,437 

120.000 
2,842,332 
782,907 

0 
(2,970,7801 

(993,5111 
123,6621 

0 
0 
0 

247.790 

0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

23,302,131 
6,418,360 " 

0 " 
2,600,045 
4,863.451 

33,225,488 
13,503,454 

73,065 



SUNCOR 
CORPOPATE SMLP _ _ - -  PVGC - _ _ -  LPSCO SAS I _ _ _ _  

S 198,218 S 193,109 S 19,428 S 69,484 $ 35.838 
2,083,844 226,417 38,726 104,121 73,731 

INTERCOMPANY ACCOUNTS: 
4 LPSCO - SDC 
4 SMLP - SOC 
4 SCM-SOC CASH ADVANCES 267 
4 GH-SDC INTERCO CAPITAL 265 
4 wwos-SOC 

INTEREST PAYABLE 
S/T NOTES PAYABLE 

$45 MILLION TERM LOAN 
$55 MILLION RLC 
GOLOEN HERITAGE (PEW) 
TEXTRON LOAN - PVGC 

OEF PROFIT P UNEARNED REVENUE 
PWCC INTERCO PAYABLE 
APS LAND INTERCO PAYABLE 
CUSTOMER DEPOSITS 

21,391 
27.761 

443.916 

3,208,144 

2,661,923 
358,870 

18,569 0 

_ _ _ _ - _ _  
440.917 - - - - - - - 

300,000 

889.149 
216,617 
586,162 
916,642 

TOTAL CURRENT LIABILITIES 

LONG-TERM LIABILITIES 
LONG-TERM NOTES PAYABLE 

WWOS OWES SDC PH I LANU NOTE 
WWOS RLC PAYOFF BY SDC 
CORPORATE TERM NOTE 
CORPORATE RLC 
LPSCO OWES SDC 
TEXTRON LOAN - PVGC 

5 OTHER ACCRUED LIABILITIES 
5 DEFERRED TAXES 
5 LONG-TERM CUSTOMER DEPOSITS 
5 CONTRIB PROPERTY AIA 

TOTAL L/T LIABILITIES 

TOTAL LIABILITIES 

MINORITY INTEREST 

ACCObi DESCRIPTION _ _ _ _ _ _ - _ - _ - - - - - _ _ - _  
LIABILITIES: 

38,853,019 
38,138,836 

48,792 
3,488,854 

3,513,221 

2,908,570 

WWO s _ _ _ _  HOMES PV _ _  

t 0 CURRENT L IAE I LIT1 ES 
A/P 6. RETENTION 
ACCRUED LIABILITIES 

INTERCOMPANY ACCOUNTS: 
LPSCO - SDC 
SMLP - SDC 
SCM-SOC CASK ADVANCES 267 
GH-SOC INTERCO CAPITAL 265 
WWOS -SDC 

s s 202.637 
17.728 820.338 

S 2.714.754 
(5.282) 

5 1,036,745 
159.457 

S 578,516 

12,777,915 
1,432,265 

5,371 
48,503 
97,397 

398,595 

97,416 58,449 

(0 )  

TOTAL CURRENT LIABILITIES 

LONG-TERM LIABILITIES 
LONG-TERM NOTES PAYABLE 

WWOS OWES SDC PH I LANO NOTE 
WWOS RLC PAYOFF BY SOC 
CORPORATE TERM NOTE 
CORPORATE RLC 
LPSCO OWES SOC 
TEXTRON LOAN - PVGC 

5 OTHER ACCRUED LIABILITIES 
5 DEFERRED TAXES 
5 LONG-TERM CUSTOMER DEPOSITS 
5 CONTRIB PROPERTY AIA 

TOTAL L/T LIABILITIES 

TOTAL LIABILITIES 

MINORITY INTEREST 

1,304,153 
10,000,000 

230,145 224.212 

224.212 

1,517,830 

ACCOUNT DESCRIPTION _ _ _ _ _ _ _ _ - _ _ _ _ - _ - _ - -  
LIABILITIES : 

CURRENT LIABILITIES 
4 A/P h RETENTION 
4 ACCRUED LIABILITIES 

R VIEJO _ _ _ _ _ - -  

S 5.197 J.K.Q S 315,272 s - -  s 1.200 
29,837 

5 350.326 
207,991 

INTERCOMPANY ACCOUNTS: 
4 LPSCO - SOC 
4 SMLP ~ SOC 
4 SCM-SOC CASH ADVANCES 267 
4 GH-SOC INTERCO CAPITAL 265 
4 WWOS-SDC 

INTEREST PAYABLE 
S/T NOTES PAYABLE 

$45 MILLION TERM LOAN 

H 21,391 
J 27.761 0 

0 
0 
0 

S55 MILLION RLC 
GOLDEN HERITAGE (PEW) 0 



TFXTRON I O A N  - PVGC 
E 2 , 5 6 5 , 9 2 3  

5 9 . 9 5 6  

TOTAL CURRENT LIABILITIES 

LONG - 
LONG 

NOTE P 1 , 3 0 4 , 1 5 3  
P 1 0 , 0 0 0 , 0 0 0  

CORPORl 
CORPORl 

G 300,000 
5 9 , 9 5 6  

5 OTHER ACCRUED 
5 DEFERRED TAXES 
5 LONG-TERM CUSTOMER DEPOSITS 
5 CONTRIB PROPERTY AIA 

TOTAL L/T LIABILITIES 

TOTAL LIABILITIES 

MINORITY INTEREST 

ACCOUNT DESCRIPTION _ _ _ _ _ _ _ _ _ - _ _ - _ _ _ _ _ -  
LIABILITIES : 

CURRENT LIABILITIES 
4 A/P & RETENTION 
4 ACCRUED LIABILITIES 

CONSOLIDATED 

$ 5 , 0 9 0 , 1 8 1  
3 , 7 5 6 , 9 0 8  

INTERCOMPANY A C C O W S :  
LPSCO - SDC 0 

0 
0 
0 
0 

4 4 9 , 2 8 6  

3 , 2 0 8 , 1 4 4  
0 

3 9 8 , 5 9 5  
5 9 , 9 5 6  

2 7 0 . 4 3 4  
3 5 8 , 8 7 0  

(0) 
1 , 6 9 4 , 7 4 9  

SMLP - SDC 
SCM-SDC CASH ADVANCES 
GH-SDC INTERCO CAPITAL 

267 
265 

WWOS -SDC 
INTEREST PAYABLE 
S/T NOTES PAYABLE 

5 4 5  MILLION TERM LOAN 
5 5 5  MILLION RLC 
GOLDEN HERITAGE (PEW) 
TEXTRON LOAN - PVGC 

DEF PROFIT & UNEARNED REVENUE 
PWCC INTERCO PAYABLE 
APS LAND INTERCO PAYABLE 
CUSTOMER DEPOSITS 

TOTAL CURRENT LIABILITIES 1 5 , 2 8 7 , 1 2 3  

LONG-TERM LIABILITIES 
LONG-TERM NOTES PAYABLE 

WWOS OWES SDC PH I LAND NOTE 
WWOS RLC PAYOFF BY SDC 
CORPORATE TERM NOTE 
CORPORATE RLC 
LPSCO OWES SDC 
TEXTRON LOAN - PVGC 

OTHER ACCRUED LIABILITIES 
DEFERRED TAXES 
LONG-TERM CUSTOMER DEPOSITS 
CONTRIB PROPERTY AIA 

0 
0 

3 8 , 8 5 3 , 0 1 9  
3 8 , 1 3 8 , 8 3 6  

0 
3 , 4 2 8 , 8 9 8  
4 , 9 0 5 . 5 1 9  

2 1 6 . 6 1 7  
5 8 6 , 1 6 2  
9 1 6 , 6 4 2  

8 7 . 0 4 5 . 6 9 3  

1 0 2 , 3 3 2 , 8 1 6  

5 , 7 6 1 , 9 2 4  

_ _ - _ - - _ _ _ _ - _ _  
- - - _ - - - _ - - _ - _  
- - _ _ - - - _ _ - - _ _  

TOTAL L/T LIABILITIES 

TOTAL LIABILITIES 

MINORITY INTEREST 



ACCOUNT DESCRIPTION 
SUNCUR 

CORPORATE LPSCO _.._. SMI ..__ SMLP .... PVGC .__- 

EQUIIY i 

SDC COWON STOCK 
SDC ADDITIONAL PAID IN CAPITAL 
SDC EARNED SURPLUS-BEGINNING 
SDC EARNED SURPWS-CURRENT 
SUBSIDIARY EARNINGS-CURRENT 
SUQSIDIARY EOUITY: 
LPSCO 
SASI 

OYCC 
SMLP e3500  

1.022.000 
375.368.522 
1116.158.6481 
14.719.992 

30.780 

11.895.460 

1 5 9 , 3 6 6  

214.415 

4,759,433 

2,436,916 

(127.9031 

6,359,255 . .. 
HOMEEUI WING 
PALM VALLEY Y5500 
WHOS 84400 
KASUIO Jv X3000 
COMMERCIAL PROPERTIES 
HIDDEN HILLS 13300 

CORAL CANYON 83900 
luwc~o VIEJO e6600 

Y2000 

.._..____.__ 
373,781 

5 493.296 
.......___._ TOTAL EQUITY 

TOTAL LIMS AND EQUITY 

304,951,866 11,326,140 

wos .__. PV _ _  corn. 

SDC COWON STOCK 
SDC MDITIONAL PAID IN CAPITAL 
SDC -WED SURPLUS-BEGINNING 
SDC W E D  SURPLUS-CURRENT 
SUBSIDIARY EARNINGS-CURRENT 
SUBSIDIARY EQUITY: 
Lpsm 

SMLP e3500  
SMI 

PVGC 
HOMEBUI WING 
PALM VALLEK X5500 
wwos w o o  
m m o  JV XIOOO 
COMMERCIAL PROPERTIES e2000 
HIDDEN H I U S  X3300 
RANCHO VIWO 86600 
CORAL CANYON X3900  

TOTAL EQUITY 

TOTAL LIABS AND EQUITY 

1,046,001 0 3.60a.982 

634,276 

__...._..._. 
1,680,277 

$ 20.698,6*5 
-. . . . - - . . . . . 
-IIIC=*.iii. 

ACCOUNT DESCRIPTION _____..___._.______ 
EOUIIY: 

SDC COMMON STOCK 
SDC RDDITIDNAL PAID IN CAPITAL 
SDC EARNED SURPLUS-BEGINNING 
SDC EARNED SURPLUS-CURRENT 
SUBSIDIARY EARNINGS-CURRENT 
SUBSIDIARY EOUIIY: 
LPSCO 
SASI 
SMLP 1 3 5 0 0  
PVGC 

11,5021 F.L.1.S.V 

P 
1 

15,729,061 0,T.U.M 281,505 

11.895.460 
864.415 L 650.000 

26,152,149 I 23,715,231 
6,359,255 0 
634.276 0 

161,092,531 
13,860,125 0 18,969.042 
12.687.657 

161.7611 

HDMEQUI WING 

HUOS X I 4 0 0  
m v r o  Jv YlOO" 

PALM VALLEY e5500 

~ ~ . 
COMMERCIAL PROPERTIES e2000 
HIDDEN HILLS X3300 
RANCHO VIWO X6600 

~. . 
81,014,621 
1,173,714 T 

1281.291 
8.759.885 11 

0 
1.567 
23,942 8,735,913 

.._....__._.. 
8,671,182 

S 9,232,499 
...........-. 

C O W  CANYON X3900 

TOTAL EOUITY 

TOTAL LIABS AND EQUITY 

ACCOUNT DESCRIPTION _._.______._._.___. 
EQUITY: 

CONSOLIDATED ......_...__ 

SDC COWON STOCK 
SDC ADDITIONAL PAID IN CAPITAL 
SDC EARNED SURPLUS-BEGINNING 
SDC EARNED SURPLUS-CURRENT 
SUBSIDIARY EARNINGS-CURRENT 
SUBSIDIARY EQUITY. 
LPSCO 
S M I  
SMLP 13500 
PVGC 
HOMEBUI WING 
PALM VALLEY 15500 
Y W S  84400 
KABUTO Jy 13000 
CUMMERCIAL PROPERTIES X2000 
HIDDEN HILLS 0 3 3 0 0  
W C H O  VIEJO X6600 
C O W  CANYON X3900 

1.022.000 
375.368. 522 
1116.158.648) 
44,719,992 

I 3 1  

0 
0 
0 
0 
0 

IO1 
0 
0 .-........... 

TOTAL EQUITY 104,951,863 

5 4 1 3 . 0 4 6 . 6 0 3  
ij=iii=l*j.iii 

TOTAL LIABS AND EQUITY 



SUNCOR DEVELOPMENT COMPANY 
CONSOLIDATING BALANCE SHEET 
DECEMBER 1998 CONSOLIDATING AND ELIMINATING ENTRIES 

CREDIT DEBIT - - - - -  - _ _ _ _ _  
A. SCM INTERCO A/P TO SDC 

SDC A/R FROM SCM 

GH INTERCO CAPITAL FROM SDC - ACQUISITION 
GH INTERCO A/P TO SDC 
SDC A/R FROM GH 

B. HOMEBUILDING CASH ADVANCES FROM SDC 
SDC CASH ADVANCES TO HOMEBUILDING 

C. SCM INTERCO CAPPED INTEREST 
SDC INTERCO INTEREST A/R FROM SCM 

$ 4,981,309 
$ 4,981,309 

$ 1,432,265 
$ 664,537 
$ 767,728 

$12,777,915 
$12,777,915 

$ 2,592,637 
$ 2,592,637 

ELIMINATE INTERCO RECEIVABLES/PAYABLES BETWEEN HOMEBUILDING AND SDC 

D. HOMEBUILDING ACCUMULATED EARNINGS 
SDC INVESTMENT IN GH 
SDC INVESTMENT IN SCM 

HOMEBUILDING CURRENT YEAR EARNINGS 

$ 634,276 
$ 1,154,335 
$ 525,943 

$ 1,046,001 

ELIMINATE SDC INVESTMENT IN GOLDEN HERITAGE & SCM 

E. DEFERRED INTERCO PROFIT $ 2,565,923 
HOME INVENTORY $ 2,565,923 

ELIMINATE DEFERRED PROFIT ON INTERCO LOT SALES TO HOMEBUILDING 1 

F. LPSCO COMMON STOCK $ 78,200 
LPSCO PAID IN CAPITAL $11,151,953 
LPSCO EARNINGS - PRIOR $ 665,307 

LPSCO EARNINGS - CURRENT YEAR $ 30,780 
SDC INVESTMENT IN LPSCO - CONTRIB CAPITAL $11,230,153 

$ 695,515 SDC INVESTMENT IN LPSCO - EARNINGS 

ELIMINATE SDC INVESTMENT IN LPSCO 

G. LPSCO LONG-TERM NOTES PAYABLE 
SDC LONG-TERM NOTES RECEIVABLE 

$ 300,000 
$ 300,000 

ELIMINATE LPSCO INTERCOMPANY NOTE WITH SDC 

H. LPSCO ACCOUNTS PAYABLE 
SDC ACCOUNTS RECEIVABLE 

$ 21,391 
$ 21,391 

ELIMINATE LPSCO INTERCOMPANY A/R WITH SDC 



SUNCOR DEVELOPMENT COMPANY 
CONSOLIDATING BALANCE SHEET 
DECEMBER 1998 CONSOLIDATING AND ELIMINATING ENTRIES 

I. 

J. 

K .  

L. 

M. 

N. 

SMLP CONTRIBUTED CAPITAL - MINORITY INT 
SMLP CONTRIBUTED CAPITAL - SDC GP 

SMLP CONTRIBUTED CAPITAL - SDC LP 

SMLP EARNINGS - PRIOR 
SMLP EARNINGS - CURRENT YEAR 
MINORITY INTEREST CONTRIBUTED CAPITAL 

MINORITY INTEREST - PRIOR (35%) 
MINORITY INTEREST - CURRENT YEAR (35%) 
SDC INVESTMENT IN SMLP - LP 

SDC DISTRIBUTIONS FROM SMLP - LP 
SDC INVESTMENT IN SMLP - GP 

SDC DISTRIBUTIONS FROM SMLP - GP 
SDC INVESTMENT IN SMLP - EARNINGS 

SMLP DISTRIBUTED CAPITAL - SDC GP 

SMLP DISTRIBUTED CAPITAL - SDC LP 

ELIMINATE SDC INVESTMENT IN SMLP #3500 

SMLP ACCOUNTS PAYABLE 
SDC ACCOUNTS RECEIVABLE 

GH ACCOUNTS PAYABLE 
SMLP ACCOUNTS RECEIVABLE 

$ 490,147 

$ 2,100,000 

$ 4,759,433 
$23,562,002 

$ 7,985,114 

$ 5,851,507 

$ 9,878,612 

$ 7,985,114 

$ 9,878,612 

$ 5,851,507 

$ 8,246,701 
$ 1,665,802 
$ 2,100,000 

$ 490,147 

$18,408,933 

$ 27,761 
$ 27,161 

$ 310,000 
$ 310,000 

ELIMINATE SMLP INTERCOMPANY A/R WITH SDC AND HOMEBUILDING (PREMIUMS) 7 

SASI ACCOUNTS PAYABLE 
SDC ACCOUNTS RECEIVABLE 

$ O $  0 
$ O $  0 

ELIMINATE SASI INTERCOMPANY A/R WITH SDC 

SASI CONTRIBUTED CAPITAL $ 489,023 
SASI CAPITAL DISTRIBUTIONS 

SASI EARNINGS - PRIOR $ 375,392 
SASI EARNINGS - CURRENT YEAR $ 159,366 
PV INVESTMENT IN SASI - CONTRIB CAPITAL $ 489,023 

PV INVESTMENT IN SASI - DISTRIBUTIONS $ 650,000 
PV INVESTMENT IN SASI - EARNINGS $ 534,758 

$ 650,000 

ELIMINATE PALM VALLEY INVESTMENT IN SASI 

PVGC CONTRIBUTED CAPITAL $ 6,158,173 
PVGC EARNINGS - PRIOR $ 201,082 

$ 127,903 
SDC INVESTMENT IN PVGC - EARNINGS $ 73,179 
SDC INVESTMENT IN PVGC - CONTRIB CAPITAL $ 6,158,173 

PVGC EARNINGS - CURRENT YEAR 

ELIMINATE SDC INVESTMENT IN PALM VALLEY GOLF 

SDC CONTRIB. CAPITAL TO PVGC $ 4,060,675 
PVGC ACCOUNTS RECEIVABLE $ 4,060,675 



SUNCOR DEVELOPMENT COMPANY 
CONSOLIDATING BALANCE SHEET 
DECEMBER 1998 CONSOLIDATING AND ELIMINATING ENTRIES 

ELIMINATE PALM VALLEY GOLF INTERCOMPANY A/R WITH SDC 

0. WWOS CONTRIBUTED CAPITAL - PHASE 1 
WWOS CONTRIBUTED CAPITAL - PHASE 2 
WWOS CONTRIBUTED WORKING CAPITAL 

WWOS EARNINGS - CURRENT YEAR WWOS EARNINGS - PRIOR 
WWOS CAPITAL DISTRIBUTIONS - PHASE 1 
WWOS CAPITAL DISTRIBUTIONS - PHASE 2 
WWOS PREFERRED RETURN - PHASE 1 
WWOS PREFERRED RETURN - PHASE 2 
SDC INVESTMENT IN WWOS - PHASE 1 
SDC INVESTMENT IN WWOS - PHASE 2 
SDC INVESTMENT IN WWOS -CONTRIBUTED CAPITAL 

SDC INVESTMENT IN WWOS - EARNINGS 
SDC DISTRIBUTIONS FROM WWOS - PHASE 1 
SDC DISTRIBUTIONS FROM WWOS - PHASE 2 
SDC PREFERRED RETURN - PHASE 1 
SDC PREFERRED RETURN - PHASE 2 

$ 9,500,000 
$13,522,531 
$ 837,594 

$ 1,933,052 
$ 90,340 
$ 9,500,000 
$ 4,967,126 
$ 287,568 
$ 2,281,296 
$ 9,500,000 
$13,408,870 
$ 431,255 

$ 2,023,392 
$ 9,500,000 
$ 4,967,126 
$ 287,568 
$ 1,761,296 

ELIMINATE SDC COMMERCIAL INVESTMENT IN WIGWAM OUTLET STORES #4400 

P. W O S  INTEREST PAYABLE - PHASE 1 LAND $ 29,585 
WWOS INTEREST PAYABLE - RLC $ 67,813 

SDC INTEREST RECEIVABLE - PHASE 1 LAND $ 29,585 
SDC INTEREST RECEIVABLE - RLC $ 67,813 

W O S  NOTES PAYABLE - PHASE 1 LAND 
SDC NOTES RECEIVABLE - PHASE 1 LAND 

WWOS NOTES PAYABLE - RLC 
SDC NOTES RECEIVABLE - RLC 

$ 1,304,153 
$ 1,304,153 

t 

$10,000,000 
$10,000,000 

ELIMINATE WWOS INTERCOMPANY NOTES AND INTEREST WITH SDC 

Q. WWOS ACCOUNTS PAYABLE $ 48,503 
SDC ACCOUNTS RECEIVABLE $ 48,503 

WWOS MANAGEMENT FEE PAYABLE $ 5,272 
SDC COMMERCIAL A/R $ 5,272 

ELIMINATE WWOS INTERCOMPANY A/R WITH SDC 

R. KABUTO CONTRIBUTED CAPITAL - SDC $ 8,853,122 
KABUTO CONTRIBUTED CAPITAL - KABUTO $ 3,834,535 

MINORITY INTEREST $ 3,834,535 
$ 5,981,619 SDC INVESTMENT IN KABUTO - CONTR CAPITAL 

BALANCING PLUG $ 2,871,502 

ELIMINATE SDC INVESTMENT IN KABUTO JV #3000 

S. COMMERCIAL OPS CONTRIBUTED CAPITAL $80,522,808 
COMMERCIAL EARNINGS - PRIOR $ 491,813 

$ 3,604,982 COMMERCIAL EARNINGS - CURRENT YEAR 
SDC INVEST IN GEN COMMERCIAL OPS - EARNINGS 

SDC INVEST IN GEN COMMERCIAL OPS - CONT CAPITAL 
SDC INVESTMENT IN OUTER LIMITS - PURCHASE 

$ 1,636,480 
$77,619,340 
$ 1,822,515 



SUNCOR DEVELOPMENT COMPANY 
CONSOLIDATING BALANCE SHEET 
DECEMBER 1998 CONSOLIDATING AND ELIMINATING ENTRIES 

SDC INVESTMENT IN 
SDC INVESTMENT IN 

SDC INVESTMENT 
SDC INVESTMENT 
SDC INVESTMENT 
SDC INVESTMENT 
SDC INVESTMENT 
SDC INVESTMENT 

SDC INVESTMENT IN 
SDC INVESTMENT 

SDC INVESTMENT IN 
SDC INVESTMENT 

SDC INVESTMENT IN 
SDC INVESTMENT IN 

FIDDLE 
FIDDLE 

(SCOTTS) - CONT CAPITAL $ 
(SCOTTS) - EARNINGS $ 

IN FUNTASTICKS - CONT CAPITAL 
IN FUNTASTICKS - EARNINGS 
IN FIDDLE (TEMPE) - CONT CAPITAL 
IN FIDDLE (TEMPE) - EARNINGS 
IN PV MARKETPLACE - EARNINGS 
IN PV PAVILIONS - EARNINGS 
PV CROSSING - EARNINGS 
IN METROCENTER - EARNINGS 

IN LITCHFIELD OTHER - EARNINGS 
REST PLACE - EARNINGS $ 

AUTOPLEX - EARNINGS $ 
TALAVI - EARNINGS $ 

SDC INVESTMENT IN WWOS - EARNINGS $ 
SDC INVESTMENT IN LP PROF. PLAZA - EARNINGS $ 
SDC INVESTMENT IN APS PROPERTIES - EARNINGS $ 

ELIMINATE SDC INVESTMENT IN COMMERCIAL OPERATIONS 

T. HIDDEN HILLS CONTRIBUTED CAPITAL 
HIDDEN HILLS EARNINGS - PRIOR 
HIDDEN HILLS EARNINGS - CURRENT YEAR 

SDC INVESTMENT IN HIDDEN HILLS - EARNINGS 
SDC INVESTMENT IN HIDDEN HILLS - CONT CAPITAL 

ELIMINATE SDC INVESTMENT IN HIDDEN HILLS JV #3300 

U. SDC INVESTMENT IN RANCHO VIEJO - EARNINGS 
SDC INVESTMENT IN RANCHO VIEJO - CAPITAL 

RANCHO VIEJO CONTRIBUTED CAPITAL 
RANCHO VIEJO EARNINGS - PRIOR 
RANCHO VIEJO EARNINGS - CURRENT YEAR 

ELIMINATE SDC INVESTMENT IN RANCHO VIEJO JV #6600 

V. PV CONTRIBUTED CAPITAL 
PV EARNINGS - PRIOR 
PV EARNINGS - CURRENT YEAR 

SDC INVESTMENT IN PALM VALLEY - EARNINGS 
SDC INVESTMENT IN PALM VALLEY - DEVELOP 

ELIMINATE SDC INVESTMENT IN PALM VALLEY #5500 

W. CORAL CANYON CONTRIBUTED CAPITAL 
SDC INVESTMENT IN CORAL CANYON 

DEB IT 
- - - - -  

2,012,593 
413,484 

65,725 

574,137 
139,299 
11,397 
18,428 

126,084 

#2000 

$ 2,043,745 
$ 290,658 

$ 573,717 
$ 1,406,129 

$ 311,587 
$ 253,127 

$ 73,203 

$ i,049,800 

$ 899,849 

$ 1,173,714 
$ 1,567 
$ 1,503 

$ 1,173,907 
$ 3,070 

85,702 

$ 8,759,885 

$ 
$ 8,759,885 

23,942 
$ 61,760 
$ 

$157,595,695 
$ 3,496,839 
$ 6.128.499 

$ 9,625,558 
$157,595,695 

$ 481,241 
$ 481,241 

ELIMINATE SDC INVESTMENT IN CORAL CANYON #3900 



SunCor Development Company 
Consolidating Income Statement (Unaudited) 
?or the Year Ending December 31, 1998 

set. HC" 

s 0 5  0 
50,809,043 0 
5.143.994 0 

0 2,095,302 
1.180.176 0 

5 0 
10.017.886 

0 

5 0 $50,228,047 
0 0 

2,113,400 0 
0 0 
0 0 ____.____. __.________ 

2,113,400 50,228,047 17,183,313 2,095,302 

(2,419,803l 0 
40.202.747 0 
5,552,147 0 

0 1,633,443 
1,901,734 0 

960,152 385,008 
io.ai3.24~ 0 

.___.______ __._______ 
56,390,222 2,024,451 

793.091 70.851 

Operating Expenses 
Cost of Hemes Sold 
Cost of Land Sold 
Commrsiill Promrties 

0 43.395.872 
0 0 

202.461 0 
0 0 " 0 

utility ~xp=n& 
Land Project Costs 
(ieneral L Administrative 
Depreciation & Amrtization 

0 
123.981 
146.953 1,493,611 5.402.670 

192,911 510,016 ..__..____ _ _ _ _ _ _ _ _ _ _ _  47 ._--.-._--_ 
5,311,850 

4,704,035 

0 
55,783 

0 

Total Operating Expansas 

Net Operating InCOMIImss) 

Other Inerne and a.m. 
Equity m Joint Ventures 
Interest lnc- 
Other 

Total Other Inerne and Qams 

1.888'983 19,308,558 

224.417 919.490 

0 0 
0 0 
0 180,203 _-_-_- - - - - -  
o 18o.aoi  

4,585.909 0 
737,541 7,799 

0 0 

55,781 5.323.456 7.799 

Interest Expense, Net 
Interest Exp.n.. 
Less: Capitahzed Interest 

385 
0 

352.320 51,691 

Total Interest Expenae. Net 

Minority Interest 

I n e m  before Taxes 

Inc- Taxes 

NET INCoHEl ILQSSI 

2,916.287 47.870 385 352,320 53,691 

1,234,975 0 0 0 0 

1,965,286 30.780 4,759,433 1127.9031 1.046.001 

117,200,000~ 0 0 0 0 .--.--._--- ---._____. ______.._._ _____.____ .___.___._. 
539.165.286 0 30,780 5 4.759.431 ($127.9031 5 1.046.001 
.I.....- e.). *ii.=ii=*- *..x..... /.. ...==*.. I. .1.s.1*.1.1* 

Hadden Rancho Consolidated 
I"C0me ._____ WHOS Hills Vzejcr _ _ _ _  .____ __.__ Account Description 

Revenues 
_-.----__._..__.__. 

H r n .  sale* 
Land Sale. 
Cmerc%al P.op.It1.. 
Utillcy Sales 
mn.g*rnent Pee. 

Total Operating Revenues 

Operating Expenses 
Cost of Hmes Sold 
Coot 0 E  Land Sold 
Commercial Properties 
Utllity Expense 
Land Project Costs 
General & Administrative 
Deprrclatlo" L AmrLlzatlO" 

Total Operating Expenses 

Net Operating Incomal1mssI 

5 0 s  o s  0 5 50.228.047 
0 0 634,992 61,511,921 

3,095,236 0 0 10,352,630 
0 0 0 2.095.102 

t 0 0 0 1,180.276 

3,095,236 0 634,992 125,368,176 

0 0 0 40.956.069 
0 0 478.121 45,713,735 

1.401.090 0 0 7.155.698 
0 0 0 1,639.443 
0 947 97.682 2,124,147 
0 556 125,340 17.382.374 

845.355 0 2.306 2.895.795 

2,216,445 1.503 703,419 117,877,161 

848,791 11.5031 168.457) 7,490,715 

0 0 0 4,585,903 
4.516 0 6.698 812,363 

0 0 0 180.203 - - - - - _ _ _ _ _  _______. ___._....._ _._..____.__ 
4.536 0 6,698 5.578.475 

Other Incrne and Gains 
Equity in Joint Ventures 
1nteraat IIICOnm 
Other 

Total Other Income and aains 

Intereat Expense. Net 
Interest Expen.* 
Less: Capitalized Interest 

Total Interest Expense. Net 

Minority Interest 

Inc- before Taxes 

Income Taxes 

NET 1NCDIIEl(WSSl 



0 
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Adopted November 9, 1939 

SECURITIES AND EXCHANGE COMMISSION 
Washington, D . C. 

FORM U-3A-2 

Statement by Holding Company 
Claiming Exemption under Rule U-2 

from the Provisions of the 
Public Utility Holding Company Act of 1935 

To Be Filed Annually Prior to March 1 

File No. 69-306 e 

hereby files with the Securities and Exchange Commission, pursuant to Rule 2 ,  
its statement claiming exemption as a holding company from the provisions of the 
Public Utility Holding Company Act of 1935, and submits the followiqg 
information: 



1. Name, state of organization, location and nature of business of 
Claimant and every subsidiary thereof, other than any exempt wholesale 
generator (EWG) or foreign utility company in which Claimant directly 
or indirectly holds an interest. 

Pinnacle West Capital Corporation ("Claimant1') , having been 
incorporated on February 20, 1985 under the laws of the State of Arizona, and 
having its principal executive offices at 400 East Van Buren, Suite 700, 
Phoenix, Arizona 85004, was organized principally to acquire and hold securities 
of other corporations for investment purposes. Claimant currently holds stock in 
the following subsidiaries: 

a. Arizona Public Service Company (IIAPS'I or the llCompany'l), is engaged 
principally in serving electricity in the State of Arizona. 
Incorporated in 1920 under the laws of the State of Arizona and having 
its principal executive offices at 400 North Fifth Street, Phoenix, 
Arizona 85004, APS became a subsidiary of the Claimant pursuant to a 
corporate restructuring plan approved by the Company's shareholders on 
April 18, 1985. 

(1) AXIOM Power Solutions, Inc. ( l lAXIOM1l)  - -  an Arizona 
corporation having been incorporated on October 29, 1996 and 
having its principal executive offices at 400 E. Van Buren, 
Phoenix, Arizona 85004, was organized primarily to sell 
security and energy management products and services. AXIOM is 
a wholly-owned subsidiary of APS. 

(2) Bixco, Inc. ("Bixco1I) - -  an Arizona corporation having 
been incorporated on June 4, 1971 and having its principal 
executive offices at 400 North Fifth Street, Phoenix, Arizona 
85004, was organized primarily to conduct exploration 
activities for energy resources and other valuable minerals. 
Subsequent to the sale of its oil and natural gas propertiys 
in 1981, Bixco has been inactive. Bixco is a wholly-owned 
subsidiary of APS. 

b. SunCor Development Company ('lSunCorU1) - -  an Arizona corporation 
having been incorporated on June 30, 1965 and having its principal 
executive offices at 3838 North Central Avenue, Suite 1500, Phoenix, 
Arizona 85012, is a wholly-owned subsidiary of Claimant engaged 
primarily in the owning, holding and development of real property. 

2 



(1) SunCor Resort & Golf Management, Inc. ("Resort & Golf 
Management") (previously named "SunCor Resort Management, 
Inc." and "SunCor Farms, Inc.") - -  an Arizona corporation 
having been incorporated on December 31, 1986 and having its 
principal executive offices at 3838 North Central Avenue, 
Suite 1500, Phoenix, Arizona 85012 operates and manages hotel, 
golf, food and beverage for the Wigwam Resort and Country 
Club, Sedona Golf Resort, SunRidge Canyon Golf Club, Real del 
Mar Golf Club, and Palm Valley Golf Club. Resort & Golf 
Management is a wholly-owned subsidiary of SunCor. 

(2) Litchfield Park Service Company (llLPSCO1l) - -  an Arizona 
corporation having been incorporated on September 21, 1954 and 
having its principal executive offices at 501 East Plaza 
Circle, Suite B, Litchfield Park, Arizona 85340, is a 
regulated public utility engaged in providing water and sewer 
services to commercial and residential customers. LPSCO became 
a wholly-owned subsidiary of SunCor on December 31, 1986. 

(3) Golden Heritage Homes, Inc.. ("Golden Heritage Homesv1) - -  
(previously named "SunCor Homes, Inc.I', LGR, Inc. and "WGP 
Realty, Inc.") an Arizona corporation having been incorporated 
on May 14, 1986 and having its principal executive offices at 
3838 North Central Avenue, Suite 1500, Phoenix, Arizona 85012, 
was organized to provide brokerage and realty services in the 
sale of commercial and residential real property. Golden 
Heritage Homes is a wholly-owned subsidiary of SunCor. 

(i) Golden Heritage Construction, Inc. (IIGH 
Construction") - -  an Arizona corporation having been 
incorporated on December 30, 1993 and having its 
principal executive offices at 7975 North Hayden Rd. 
Suite D-280, Scottsdale, Arizona 85258, was organized 
to serve as a general residential contractor. GH 
Construction became a wholly-owned subsidiary of 
Golden Heritage Homes, Inc. on January 1, 1996. 

(4) SCM, Inc. ('lSCMII) - -  an Arizona corporation having been 
incorporated on May 14, 1991 and having its principal 
executive offices at 3838 North Central Avenue, Suite 1500, 
Phoenix, Arizona 85012, was organized to 

3 



participate in real estate joint ventures and other real 
estate related activities. SCM is a wholly-owned subsidiary of 
SunCor . 
(5) Golf de Mexico, S.A. DE C.V. ("Golf de Mexico") - -  a 
Mexican variable capital corporation having been incorporated 
on February 8, 1992 in Tijuana, Baja California, Mexico, and 
having its principal executive offices at 3838 North Central 
Avenue, Suite 1500, Phoenix, Arizona 85012, was organized to 
operate and manage the Real del Mar Golf Course in Mexico. 
Golf de Mexico has been inactive. 

(6) SunCor Realty & Management Company ("SunCor Realty") - -  
(previously named Russell Ranch Development Company) an 
Arizona corporation having been incorporated on April 1, 1994 
and having its principal executive offices at 3838 North 
Central Avenue, Suite 1500, Phoenix, Arizona 85012 was 
organized to participate in real estate joint ventures and 
other real estate related activities. SunCor Realty is a 
wholly-owned subsidiary of SunCor. 

(7) Palm Valley Golf Club, Inc. ("Palm Valley Golf") - -  an 
Arizona corporation having been incorporated on January 23, 
1996 and having its principal executive offices at 3838 North 
Central Avenue, Suite 1500, Phoenix, Arizona 85012 was 
organized to hold title to the Palm Valley Golf Course. Palm 
Valley Golf is a wholly-owned subsidiary of SunCor. 

(8) Rancho Viejo de Santa Fe, Inc. ("Rancho Viejoll) - -  a New 
Mexico corporation having been incorporated on March 18, 1996 
and having its principal executive offices at 3838 North 
Central Avenue, Suite 1500, Phoenix, Arizona 85012 was 
organized to engage in real estate development in New Mexicq. 
Rancho Viego is a wholly-owned subsidiary of SunCor. 

(9) Ranchland Utility Company ("Ranchland") - - A New Mexico 
Corporation having been incorporated on September 5, 1997 and 
having its principal executive offices at 1590-B Pacheco 
Street, Santa Fe, New Mexico 87505 is a waste water utility. 
Ranchland is a wholly-owned subsidiary of Rancho Viejo. 

4 



C. El Dorado Investment Company - -  an Arizona corporation having been 
incorporated on July 27, 1983 and having its principal executive 
offices at 400 East Van Buren, Suite 800, Phoenix, Arizona 85004, is a 
wholly-owned subsidiary of Claimant engaged primarily in the 
acquisition and holding of stocks and securities of other companies for 
investment purposes. 

5 
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I 2. A brief description of the properties of Claimant and each of its 
subsidiary public utility companies used for the generation, 
transmission and distribution of electric energy for sale, or for the 
production, transmission and distribution of natural or manufactured 
gas, indicating the location of principal generating plants, 
transmission lines, producing fields, gas manufacturing plants and 
electric and gas distribution facilities, including all such properties 
which are outside the state in which Claimant and its subsidiaries are 
organized and all transmission or pipelines which deliver or receive 
electric energy or gas at the borders of such state. 

Neither the Claimant nor any of its subsidiaries own property used for 
the production, transmission and distribution of natural or manufactured gas. 
APS, a "public utility company" as that term is defined in the Public Utility 
Holding Company Act of 1935, is the only one of Claimant's subsidiaries that 
owns property used for the generation, transmission and distribution of electric 
energy for sale. 

6 



Exhibit D attached hereto shows the location of APS' major generating 
plants (including those owned jointly with others), principal transmission lines 
(including those operated for others) and interconnections of transmission lines 
with out-of-state utilities at state lines. All of such facilities, except the 
Four Corners Generating Station (IIFour Corners"), and all of APS' distribution 
facilities, are located within the State of Arizona. Four Corners is a 
mine-mouth power plant, located in the northwest corner of New Mexico, near the 
city of Farmington, approximately 40 miles east of the Arizona-New Mexico 
border. 

APS' present generating facilities have an accredited capacity 
aggregating 4,006,109 kilowatts, comprised as follows: 

Coal : 
Units 1, 2 and 3 at Four Corners, 

1 5 %  owned Units 4 and 5 at Four Corners, 

Units 1, 2,  and 3 at the Cholla Plant, 

14% owned Units 1, 2 and 3 at the Navajo 

aggregating . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

representing ........................... 
aggregating ............................ 
Plant, representing .................... 

Gas or Oil: 
Two steam units at Ocotillo, two steam 

Eleven combustion turbine units, 

Three combined cycle units, 

units at Saguaro aggregating . . . . . . . . .  
aggregating .......................... 

aggregating . . . . . . . . . . . . . . . . . . . . . . . . . .  

Nuclear: 
29.1% owned or leased Units 1, 2 and 3 
at Palo Verde, representing 

Other (Hydro) 

560,000 kw 

222,000 

615,000 

4 3 5 , 0 0 0  kw(1) 

_ _ _ _ - _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ - - - - - -  
(1)West Phoenix steam units ( 9 6 , 3 0 0  kw) are currently mothballed 
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APSO transmission facilities consist of approximately 4,544 pole miles 
of overhead lines and approximately 9,587 miles of underground lines, all of 
which are located within the State of Arizona. APS' distribution facilities 
consist of approximately 11,197 pole miles of overhead lines and approximately 
9,587 miles of underground lines, all of which are located within the State of 
Arizona. 

3 .  The following information for the last calendar year with respect to 
Claimant and each of its subsidiary public utility companies: 

a. Number of kwh of electric energy sold at retail or 
wholesale. 

C1 aiman t APS 

None 29,050,500,000 kwh of electric energy sold at 
wholesale or retail 

b. Number of kwh of electric energy distributed at retail 
outside the state in which each such company is organized. 

C1 a iman t APS 

None 59,405,000 kwh of electric energy distributed 
at retail outside Arizona 

c. Number of kwh of electric energy sold at wholesale outside 
the state in which each such company is organized, or at the state 
line. 

C1 a imant APS 

None 926,900 kwh of electric energy sold At 
wholesale outside Arizona or at state line 

d. Number of kwh of electric energy purchased outside the 
state in which each such company is organized or at the state line. 

Claimant APS 

None 0 kwh of electric energy purchased outside 
Arizona or at state line 

a 



4 e The following information for the reporting period with respect to 
Claimant and each interest it holds directly or indirectly in an EWG or 
a foreign utility company, stating monetary amounts in- United States 
dollars : 

The Claimant holds no interest, direct or indirect, in an EWG or a 
foreign utility company. 

a. Name, location, business address and description of the 
facilities used by the EWG or foreign utility company for the 
generation, transmission and distribution of electric energy for sale 
or for the distribution at retail of natural or manufactured gas. 

Not applicable. 

b. Name of each system company that holds an interest in such 
EWG or foreign utility company; and description of the interest held. 

Not applicable. 

c. Type and amount of capital invested, directly or 
indirectly, by the holding company claiming exemption; any direct or 
indirect guarantee of the security of the EWG or foreign utility 
company by the holding company claiming exemption; and any debt or 
other financial obligation for which there is recourse, directly or 
indirectly, to the holding company claiming exemption or another system 
company, other than the EWG or foreign utility company. 

Not applicable. 

d. Capitalization and earnings of the EWG or foreign utility 
company during the reporting period. 

Not applicable. 

e. Identify any service, sales or construction contract(s) 
between the EWG or foreign utility company and a system company, and 
describe the services to be rendered or goods sold and fees or revenues 
under such agreement ( s )  . 

Not applicable. 
9 



EXHIBIT A 

A consolidating statement of income and surplus of the Claimant and its 
subsidiary companies for the last calendar year, together with a consolidating 
balance sheet of Claimant and its subsidiary companies as of the close of such 
calendar year. 

Exhibit A hereto includes consolidating statements of income and 
consolidating balance sheets for the Claimant and the following of its 
subsidiaries: Arizona Public Service Company, SunCor Development Company and El 
Dorado Investment Company. Subsidiaries have been consolidated for financial 
reporting purposes in accordance with Statement of Financial Accounting 
Standards No. 9 4 ,  Consolidation of All Majority-owned Subsidiaries. Also 
included are consolidating statements of income and consolidating balance sheets 
for SunCor Development Company and its subsidiaries. 

10 



EXHIBIT B FINANCIAL DATA STATEMENT 

If, at the time a report on this form is filed, the registrant is required to 
submit this report and any amendments thereto electronically via EDGAR, the 
registrant shall furnish a Financial Data Schedule. The Schedule shall set forth 
the financial and other data specified below that are applicable to the 
registrant on a consolidated basis. 

1. Total Assets. 

2 .  Total Operating Revenues. 

3 .  Net Income 

See Exhibit B hereto. 

t 



EXHIBIT B Financial 

The Claimant submits the following 

Data Schedule 

consolidated financial information: 

1. Total Assets: $6,850,417,000 

2. Total Operating Revenues: $1,995,026,000 

3. Net Income: $235,856,000 

t 



EXHIBIT C 

An organizational chart showing the relationship of each EWG or foreign 
utility company to associate companies in the holding-company system. 

Not applicable. 



EXHIBIT D 

Exhibit D is a map of the state of Arizona showing the following: 

APS Service Area; 
Major APS Power Plants, including joint ownership; 
Principal APS Transmission Lines; and 
Transmission Lines Operated for Others. 



The above-named Claimant has caused this statement to be duly executed 
on its behalf by its authorized officer on this 27th day of February, 1998. 

[CORPORATE SEAL] 

Attest: 

/=./Suzanne Debes 

Suzanne Debes 
Associate Secretary 

. . . . . . . . . . . . . . . . . . . . . . . . .  

Name, title and address of officer to whom notices and correspondence concerning 
this statement should be addressed: 



PINNACLE WEST CAPITAL CORPORATION 
CONSOLIDATING BALANCE SHEET 

(THOUSANDS OF DOLLARS) 
31 -Dec-97 

A S S E T S  

CURRENT ASSETS 
Cash and cash equivalents 
Customer and other receivables - net 
Accrued utility revenue 
Materials and supplies 
Fossil fuel 
Deferred income taxes 
Other current assets 

Total current assets 

S 7,322 S 12,552 S 5.108 S 2,502 
1,023 170.997 4,507 10,072 

58,559 
70,634 
9,621 

53,601 3,496 790 
52 24,529 16,955 - _  

INVESTMENTS RND OTHER ASSETS 
Real estate investments, net 
Ocher assets 

Tocal investments and other 

UTILITY p m r r  
Electric plant in service and held for future use 
Less accumulated depreciation and amortization 

7,009,059 
2,620,607 

Total 
Construction work in progress 
Nuclear Fuel 

Net Utility Plant 

4,388,452 
237,492 
51,624 

4,677,568 

DEFERRED DEBITS 
Regulatory asset for income taxes 
Rate synchronization deferral 
Other deferred debits 

Total deferred debits 

TOTAL ASSETS 

- _  458.369 
358,871 

9,288 321,040 4.465 

*ELIMINATIONS AND ADJUSTING ENTRIES. 
DEBIT - _ - - _ _ - _ _ -  CREDIT 

A S S E T S  

CURRENT ASSETS 
Cash and cash equivalents 
Customer and other receivables 
Accrued utility revenue 
Materials and supplies 
Fossil fuel 
Deferred income taxes 
Other current assets 

Total current assets 

INVESTMENTS MID OTHER ASSETS 
Real estate investments, net 
Other assets 

Total investmencs and other 

S 27.484 
183,507 
58,559 
70,634 
9,621 
57,887 
41,408 

net 3,092 (b, hl 

365.921 
215,027 

580,948 
_ _ _ _ _ _ _ _ _ _  

UTILITY PLANT 
Electric plant in service and held for future use 
Less accumulated depreciation and amortization 

Total 
Construction work in progress 
Nuclear Fuel 

Net Utility Plant 

7,009,059 
2,620,607 

_ _ _ _ _ _ _ _ - _  
4,388,452 

237,492 
51,624 

458,369 
358.871 
325,561 

DEFERRED DEBITS 
Regulatory asset for income taxes 
Rate synchronizatxon deferral 
Other deferred debits 

Total deferred debits 

TOTAL ASSETS 

9,232 (fl 



PINNACLE WEST 
CONSOLIDATING 

(THOUSANDS OF DOLLARS) 
3 1 -Dec- 97 

CAPITAL CORPORATION 
BALANCE SHEET 

ELDO _ -  
L I A B I L I T I E S  A N D  

CURRENT LIABILITIES 
Accounts payable 
Accrued taxes 
Accrued interest 

S 2,089 S 107,423 _ _  85.886 
829 31,660 _ _  130,750 _ _  104,068 

29,116 
14201 19.588 

S 7,786 S - _  
485 

4,627 
1,555 

511 

131 

- -  

6 

Commerical paper, net 
Currenc maturities of long-term debt 
Customer Deposits 
Other current liabilities 

Total current liabilities 

LONG-TERM DEBT LESS CURRENT MATURITIES 

DEFERRED CREDITS AND OTHER 
Deferred income taxes 
Deferred investment tax credit 
Unamortized gam-sale of utility plant 
Other deferred credits 

Total deferred credits 

205,000 1.953.162 86.086 _ _  

COMMITMENTS AND CONTINGENCIES (NOTE) 

MINORITY INTERESTS: 
Non-Redeemable preferred stock of APS 
Redeemable preferred stock of APS 
Scotcsdale Mountain of SunCor 

COMMON STOCK EQUITY: 
Common stock 
Retained earnings 

Total 

TOTAL LIABILITIES AN0 EQUITY 

142,051 
29,110 

6.770 

*ELIMINATIONS AND ADJUSTING ENTRIES. 
DEBIT CREDIT TOTAL 

L I A B I L I T I E S  A N D  E Q U I T Y  

CURRENT LIABILITIES 
Accounts payable 
Accrued taxes 
Accrued interest 
Commerical paper. ne t  
Current maturities of long-term debt 
Customer Deposits 
Other current liabilities 

Total current liabilities 

5 117,429 
84.610 
32,974 

130,750 
108.695 
30,572 
18,534 

523,654 
____.____. 

__.___.___ 

2,244,248 

1.276(gJ 

1,151 (b.c) 

2,427 

.. LONG-TERM DEBT LESS CURRENT MATURITIES 

DEFERRED CREDITS AND OTHER 
Deferred income taxes 
Deferred investment tax credrt 
Unamortized gain-sale of utl:lLy plant 
Other deferred credits 

Total deferred credits 

1,276191 1,353,451 
50,861 
82,363 
387.223 

1,883,908 
._._____-_ 

9,232 (fl 

COMMITMENTS AND CONTINGENCIES (NOTE) 

MINORITY INTERESTS: 
Non-Redeemable preferred stock of APS 
Redeemable preferred stock of APS 
Scottsdale Mountain of SunCor 

142,051 
29,110 - _  6,770 (dl 

2,250,064 (a) 
COMMON STOCK EQUITY: 

Common stock 
Recained earnings 

1,553,711 
473.665 76.129(al 

Total 

TOTAL LIABILITIES AND EQUITY 

76,129 



PINNACLE WEST CAPITAL CORPORATION 
CONSOLIDATING BALANCE SHEET 
ELIMINATING AND ADJUSTING ENTRIES 

(a) Common stock 
Accumulated deficit 
0 t her assets 

To eliminate PNW investment in subsidiaries 

Common 
Stock _ _ - - - - _ - _ _  

APS $1,193,621 
SunCor 406,391 
El Dorado 50,046 

Total $2,250,064 
- - - - - - - - - -  
---------- ---------- 

$2,250,064 
$16,129 

2,113,935 

(b) Other current liabilities $1,023 
Customer and other receivables - net 

To eliminate intercompany receivables/payables 

APS 
SunCor 
El Dorado 

Total 

Other current liabilities 
Other current assets 

To eliminate PNW payable to APS 

Minority interest-Suncor 
Real estate investments - net 

To eliminate minority interest of Suncor JV partners 

Real estate investments - net 
Other - assets 

To reclass PNW capitalized interest related to SunCor 

Deferred investment tax credit 
Other deferred debits 

To relcass PNW ITC 

Accrued taxes 
Deferred income taxes 

To relcass PNW accrued taxes 

$128 

$1,023 

4 

$128 

$6, I10 
$6,770 

$6,892 
$6,892 

$9,232 
$9,232 

$1,216 
$1,216 

Other assets $2,069 
Customer and other receivables - net 

To reclass ELD Unity Note & interest to long term. 

$2,069 



PINNACLE WEST CAPITAL CORPORATION 
CONSOLIDATING INCOME STATEMENT 
FOR THE YEAR ENDED DECEMBER 31, 1997 
(THOUSANDS OF DOLLARS) 

OPERATING REVENUES: 
Electric 
Real Estate 

S 1 , 8 7 0 , 5 5 3  
116 ,473  

Total 

FUEL EXPENSES: 
Fuel for electric generation 
Purchased power 

Total 

2 0 1 , 3 4 1  
235 ,206  

OPERATING EXPENSES: 
Utility operations and maintenance 
Real estate operations 
Depreciation and amortization 
Taxes other than income taxes 

Total 

OPERATING INCOME I 2601  5 5 6 , 5 6 2  3.015 

OTHER INCOME IDEDUCTIONS): 
Allowance for equity funds used during construction 
Interest on long-term debt 
Other interest 
Capital interest 
Preferred stock dividend requirements 
Other - net 

Total 

INCOME BEFORE INCOME TRXES 
Income Tax Expense (Benefit) 

NET INCOME (Loss) 

_. 
(17 .3181  (140 ,9311  ( 4 , 1 9 7 )  _ _  

( 1 .4781  117 ,195)  _ _  - -  
1 6 , 2 0 8  

112.8031 
252 .170  ( 9 . 8 2 7 )  6 , 5 1 6  7 ,897  

233,374 ( 1 6 4 , 5 4 0 )  2 , 3 1 9  7 . 8 9 7  

* E L I M I N A T I O N S *  
DEBIT CREDIT TOTAL 

OPEWTINS REVENUES: 
Electric 
Real  Estate 

Totai 

$ 1 , 8 7 8 , 5 5 3  
l i 6 . 4 7 3  

1. 995 ,026  
_ _ _ _ _ _ _ _ _ _ _  

FUEL EXPENSES: 
Fuel for electric generation 
Purchased power 

Total 

2 0 1 ,  3 4 1  
235 .286  

4 3 6 . 6 2 7  

OPERATING EXPENSES: 
Utility operations and maintenance 
Real estate operations 
Depreciation and amortization 
Taxes other than income taxes 

Total 

OPERATING INCOME 

3 9 9 , 4 3 4  
1 1 1 , 6 2 8  

1 2 1 , 5 4 6  
368 .285  

1 ,776  (b) 

1,28?(c,d) 

1 , 2 6 0 l d )  

3,063 

13,063) 

OTHER INCOME (DEDUCTIONS) 
Allowance for equity funds used during construction 
Interest on long-term debt 
Other interest 
Capital interest 
Preferred stock dividend requirements 
Other - net 

Total 

INCOME BEFORE INCOME TAXES 
Income Tax Expense (Benefit1 

NET INCOME (LOSS) 

.. 
1 , 7 7 6 ( b l  

~~ 

( 160 ,6701  
(10 ,6731  
1 6 . 2 0 8  
(12.8031 4 . 5 6 9  

252 .214  

2 5 5 , 2 7 7  543 3 8 6 , 1 3 7  
1 5 0 , 2 0 1  



a PINNACLE WEST CAPITAL CORPORATION 
CONSOLIDATING INCOME STATEMENT 
ELIMINATING ENTRIES 

(a)  Other - net (Subsiary income) 
Retained Earnings 

To eliminate PWCC Equity in earnings from subsidiairies 

APS 
SunCor 
El Dorado 

Total 

(b) Real Estate Operations 
Interest on long term debt 

To reclass Capitalized Interest for SunCor Land Sales. 

(C) Taxes other than income taxes 
Other - net 

To reclass PNW property taxes 

(d) Taxes other than income taxes 
Real estate operations 

To reclass SunCor property taxes 

$252,214 
$252,214 

$1,116 
$1,116 

$27 

$1,260 

$27 

$1,260 



SUNCOR DEVELOPMENT COMPANY 
CONSOLIDATING BALANCE SHEET 
FOR THE MONTH ENDED DECEMBER 31, 1997 

ASSETS: 
CURRENT ASSETS 

1 

1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 

2 
2 

CASH AND SHORT TERM INVESTMENTS 
ACCOUNTS RECEIVABLE 
INTERCOMPANY ACCOUNTS: 

SASI 
LPSCO 
SMLP 
KABUTO Jv 
PVGC 
SCM & GH - 129 
wwos 
GOLDEN HERITAGE - GENERAL 
SCM-GENERAL 
HOMEBUILDING I/C INTEREST 
HOMEBUILDING CASH ADVANCES 
SWRIDGE - DEVELOPMENT 
SUNRIDGE - GOLF 
SEDONA - DEVELOPMENT 
SEDONA - GOLF 
WIGWAM RESORT 

INTEREST RECEIVABLE 
NOTES RECEIVABLE 
INVENTORIES 
PREPAID EXPENSES 
HOME INVENTORY 

3.847.842 316,271 100.708 864.098 (1.583) (173.224) 406.000 
297.492 110.197 78,866 350,872 29,467 1,154,192 

95 
91,260 
18.788 

4.090.907 
(3,616,182) 

(1,345,580) 

12,397 
421,643 

4,626,804 
1,345,573 
8,396,796 

86.771 
123.139 
23,754 
92,155 

302,257 
354,540 
334.939 

2,921 
307.749 0 

46,503 2,028 
68,300 

18,674,570 
38,272 21,863 
7,356 

TOTAL CURRENT ASSETS 

SUNCOR 
WWOS KABLTO JV COMMERCIAL H HILLS R VIEJO ACCOUNT DESCRIPTION 

t 0 ASSETS: 
CURRENT ASSETS 

CASH AND SHORT TERM INVESTMENTS 31.769 250 (326,5461 
ACCOUNTS RECEIVABLE 96,566 122,241 
INTERCOMPANY ACCOUNTS: 

42.820 
1 

1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 

2 
2 

SASI 
LPSCO 
SMLP 
KABLITO Jv 
PVGC 
SCM & GH - 129 
wwos 
GOLDEN HERITAGE - GENERAL 
SCM-GENERAL 
HOMEBUILDING I/C INTEREST 
HOMEBUILDING CASH ADVANCES 
SUNRIDGE - DEVELOPMENT 
SUNRIDGE - GOLF 
SEDONA - DEVELOPMENT 
SEDONA - GOLF 
WIGWAM RESORT 

INTEREST RECEIVABLE 
NOTES RECEIVABLE 
INVENTORIES 
PREPAID EXPENSES 
HOME INVENTORY 

5.605 
915,763 
33.892 

a 

223 

TOTAL CURRENT ASSETS 128.335 2 5 0  750,955 0 43,042 

ELIMINATIONS 

ASSETS: 
CURRENT ASSETS 

CASH AND SHORT TERM INVESTMENTS 

INTERCOMPANY ACCOUNTS: 
1 ACCOUNTS RECEIVABLE 

1 SASI 

5,108,404 
158,000 2.081.894 J 

K 95 n ~ ~. 
LPSCO 
SMLP 
KABUTO Jv 
RVnr  

H 
J 

114,257 
18,788 

(22,9971 
0 
0 

4,090,307 
1,181,037 

12,397 
421.643 

4,626,804 
1,345,580 

0 
(01 
0 
0 
0 
(0) 

- -- 
SCM & GH - 129 
wwos 
GOLDEN HERITAGE - GENERAL 
SCM-GENEW 
HOMEBUILDING I/C INTEREST 
HOMEBUILDING CASH ADVANCES 
SUNRIDGE - DEVELOPMENT 
SUNRIDGE ~ GOLF 
SEDONA - DEVELOPMENT 
SEDONA - GOLF 

A 

C 

4,797,280 

1,345,580 
8,996,,796 0 

86,771 
123,139 
23,754 
92,155 



6 

WIGWAM RESORT 
INTEREST RECEIVABLE 
NOTES RECEIVABLE 
INVENTORIES 
PREPAID EXPENSES 
HOME INVENTORY 

TOTAL CURRENT ASSETS 

ACCOUNT DESCRIPTION _ - - _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  - - -  
LONG-TERM ASSETS 

DEVELOPMENT PROJECTS 
HIDDEN HILLS 
RANCHO VIEJO 
PALM VALLEY 
LITMFIELD GREENS 
KABUTO JV 
SCOTTSDALE MTN 
MARKETPLACE - AUTOPLEX 
TATUH RANCH 
TALAVI 
WIGWAM OUTLET STORES 
GOLDEN HERITAGE LANO 
BILTMORE ESTATES 

EQUITY IN CTRPT ASSOC-LLP 
INVEST IN KYRENE ASSOCIATES LLC 
INVEST IN W APARTMENTS 
INVESTMENT IN SUNRIDGE CANYON LLC 
INVESTMENT IN SEDONA GOLF LC 
INVESTMENT IN PLUHCOR REALTY LLC 
INVEST IN TALAVI ASSOCIATES LLC 

CONSOLIDATED ELIMINATING ENTITIES: 
INVEST IN KABUTO JV 
INVESTMENT IN WIGWAM OUTLET LLC 
INVEST IN SCOTTS MTN LTD PART 
INVEST IN GOLDEN HERITAGE 
GOLDEN HERITAGE DUE DILIGENCE 
INVESTMENT IN SCM 
INVESTMENT IN LPSCO 
INVESTMENT IN SASI 
INVESTMENT IN PALM VALLEY 

EQUITY INVESTMENTS: 

302.257 . 
P 101,480 261,807 

1,558,451 
102.192 

SUNCOR SUNCOR SUNCOR 
CORPORATE LPSCO FARMING SMLP PVGC HOMES PALM VALLEY 

177,275.730 
2.277.974 

8,838,393 

31,750,234 

41,893 

22.843.447 

895,891 

1,368,213 
11,218,584 
6,620,633 

5,797,485 
4.455.629 
7.086.924 

151,062 
7,001 

483.214 
8,368,589 

181,041,431 

LONG-TERM ASSETS 
DEVELOPMENT PROJECTS 

HIDDEN HILLS 478,017 
RANCHO VIEJO 
PALM VALLEY 15.327.464 
LITCHFIELD GREENS 
KABUTO JV 
SCOTTSDALE MTN 
MARKETPLACE - AUTOPLEX 17,125,079 
TATLW RANCH 
TALAVI 3,492,629 
WIGWAM OUTLET STORES 17,370,149 
GOLDEN HERITAGE LAND 
BILTMORE ESTATES 

EQUITY INVESTMENTS 
EQUITY IN CTRPT ASSOC-LLP 
INVEST IN KYRENE ASSOCIATES LLC 
INVEST IN PV APARTMENTS 
INVESTMENT IN SUNRIDGE CANYON LLC 
INVESTMENT IN SEDONA GOLF LC 
INVESTMENT IN PLUMCOR REALTY LLC 
INVEST IN TALAVI ASSOCIATES LLC 

CONSOLIDATED ELIMINATING ENTITIES. 
INVEST IN KABUTO JV 
INVESTMENT IN WIGWAM OUTLET LLC 
INVEST IN SCOTTS MTN LTD PART 
INVEST IN GOLDEN HERITAGE 
GOLDEN HERITAGE DUE DILIGENCE 
INVESTMENT IN SCM 

INVESTMENT IN SASI 
INVESTMENT IN PALM VALLEY 

12,617,550 

6 INVESTMENT IN LPSCO 

1,446.636 

847.741 
2,325.106 

2,437,315 

LONG-TERM ASSETS 
DEVELOPMENT PROJECTS 

HIDDEN HILLS 
RANCHO VIEJO 
PALM VALLEY 
LITCHFIELD GREENS 
KABUTO JV 
SCOTTSDALE MTN 
MARKETPLACE - AUTOPLEX 
TATUM RAN= 
TALAVI 
WIGWAM OUTLET STORES 
GOLDEN HERITAGE LAND 
BILTMORE ESTATES 

EQUITY IN CTRPT ASSOC-LLP 
EQUITY INVESTMENTS: 

478,017 
2,437,315 

192,603,194 
2,277,974 

12,617,550 
8,838,343 

17,125,079 
31,750,234 
3,492,629 

17,370,149 
895,891 
41.893 

12.843.447 

64,415 

t 



t 

INVEST IN KYRENE ASSOCIATES LLC 
INVEST IN PV APARTMENTS 
INVESTMENT IN SUNRIDGE CANYON LLC 
INVESTMENT IN SEDONA GOLF LC 
INVESTMENT IN PLUMCOR REALTY LLC 
INVEST IN TALAVI ASSOCIATES LLC 

CONSOLIDATED ELIMINATING ENTITIES: 
INVEST IN KABUTO JV 
INVESTMENT IN WIGWAn OUTLET LLC 
INVEST IN SCOTTS MTN LTO PART 
INVEST IN GOLDEN HERITAGE 
GOLDEN HERITAGE DUE DILIGENCE 
INVESTMENT IN SCM 

INVESTMENT IN SASI 
INVESTMENT IN PALM VALLEY 

6 INVESTMENT IN LPSCO 

1 

3 

3 

1 

3 

3 

R 8,768,265 
0 17.498.042 0 23,026,125 
I 10,764,763 I 17,905,448 

D 151,052 

D 483,214 
F 8 , 3 6 8 , 5 8 9  

L 650.000 L 714,415 
V 181,041,431 

0 
12,970,780) 
11,072.4541 

(53,7551 
0 

7,001 
0 
0 
0 
0 

INVESTMENT IN PALM VALLEY GOLF 
PALM VALLEY GOLF CONTRIB. CAP 

INVESTMENT IN FIDDLESTICKS-SCOTTS 
INVESTMENT IN FIDDLESTICKS-TEMPE 
INVESTMENT IN FUNTASTICKS 
INVESTMENT IN GENERAL COMM OPS 
INVESTMENT IN PV MARKETPLACE 
INVESTMENT IN PV PAVILIONS 
INVESTMENT IN PV CROSSING 
INVESTMENT IN AUTOPLEX 
INVESTMENT IN TALAVI 
INVESTMENT IN METROCENTER 
INVESTMENT IN RESTORATION PLACE 
INVESTMENT IN LITCHFIELO PARK OPS 

INVESTMENT IN HIDDEN HILLS 

PROJECT 2000: 

INVESTMENT IN w c w o  VIEJO 
COMMERCIAL PROPERTIES 
LONG-TERM NOTES RECEIVABLE 
SDC PHASE I LAN0 NOTE TO WWOS 
SDC PAYOFF OF WWOS RLC 
SDC LOAN TO LPSCO 

PROPERTY h EQUIPMENT, NET 
DEFERRED ASSETS 
WATER, SEWER LTILITY PROP (NET1 
DEPOSITS 

6 , 3 5 9 , 2 5 5  
l4.090.9071 

394.249 
2,544,985 
3,444,214 
50,451,138 

920,669 
671.963 
1151,3421 
1244,9331 
(92, 1501 
123,793 
129,9821 
30,064 

2.420.586 
471,117 

1 

O 
4,462,197 
1,484.153 

LO. 000.000 
300,000 
505.533 

2,521,179 
35.696 

885,811 
9,168,025 

1,082 

5,431,977 

102,799 
230.331 

8,839,425 5,765,107 TOTAL LONG-TERM ASSETS 352,570,501 10.653.837 35,695 

TOTAL ASSETS 

SUNCOR SUNCOR 
ACCOUNT DESCRIPTION HOMES PALM VALLEY wwos KABUTO JV COMMERCIAL 

INVESTMENT IN PALM VALLEY GOLF 
PALM VALLEY GOLF CONTRIB CAP 

INVESTMENT IN FIDDLESTICKS-SCOTTS 
INVESTMENT IN FIDDLESTICKS-TEMPE 
INVESTMENT IN FUNTASTICKS 
INVESTMENT IN GENERAL COMM OPS 
IWESTMENT IN PV MARKETPLACE 
INVESTMENT IN PV PAVILIONS 
INVESTMENT IN PV CROSSING 
INVESTMENT IN AUTOPLEX 
INVESTMENT IN TALAVI 
INVESTMENT IN METROCENTER 
INVESTMENT IN RESTORATION PLACE 
INVESTMENT IN LITCHFIELD PARK OPS 
INVESTMENT IN RANCHO VIES0 
INVESTMENT IN HIDDEN HILLS 

PROJECT 2000 

COMMERCIAL PROPERTIES 
LONG-TERM NOTES RECEIVAQLE 
SDC PHASE I LAND NOTE TO WWOS 
SDC PAYOFF OF WWOS RLC 
SDC LOAN TO LPSCO 

PROPERTY & EQUIPMENT, NET 
DEFERRED ASSETS 
WATER, SEWER UTILITY PROP (NET] 
DEPOSITS 

TOTAL LONG-TERM ASSETS 

TOTAL ASSETS 

INVESTMENT IN PALM VALLEY GOLF 
1 PALM VALLEY GOLF CONTRIB. CAP 

PROJECT 2000: 
INVESTMENT IN F:CDLEST:CKS-SCOTTS 
INVESTMENT IN PID0LEST:CKS-TEM7E 
INVESTMENT IN FONTASTICKS 

INVESTMENT IN PALM VALLEY GOLF 
1 PALM VALLEY GOLF CONTRIB. CAP 

PROJECT 2 0 0 0 .  . . . -. . . . . 
INVESTMENT IN F:CDLEST:CKS-SCOTTS 
INVESTMENT IN PID0LEST:CKS-TEM7E 
INVESTMENT IN FONTASTICKS 

955.170 

158,805 

4 5 9 . 8 3 3  

71,504 
145.380 

18,090,608 

16,691 
236.504 181,249 

, a 

M 6,359,255 
N 

O 
4,090,907 0 

S 1,428,255 S 1.822.515 
s 2,544.985 
s 3,444,214 

0 
0 
0 



INVESTMENT IN GENERAL COMM OPS 
INVESTMENT IN PV MRRKETPLACE 
INVESTMENT IN PV PAVILIONS 
INVESTMENT IN W CROSSING 
INVESTMENT IN AUTOPLEX 
INVESTMENT IN TALAVI 
INVESTMENT IN METROCENTER 
INVESTMENT IN RESTORATION PLACE 
INVESTMENT IN LITCHFIELD PARK OE 
INVESTMENT IN RANCHO VIEJO 
INVESTMENT IN HIDDEN HILLS 

COhXERCIAL PROPERTIES 
LONG-TERM NOTES RECEIVABLE 

SDC PHASE I LAND NOTE TO WWOS 
SDC PAYOFF OF WWOS RLC 
SDC LOAN TO LPSCO 

PROPERTY & EQUIPMENT, NET 
DEFERRED ASSETS 
WATER, SEWER UTILITY PROP (NET) 
DEPOSITS 

TOTAL LONG-TERM ASSETS 

TOTAL ASSETS 

s 8 9 0 , 8 5 9  S 
S 
S 

5 1 , 3 4 3 , 9 9 8  
9 2 0 , 6 6 9  
6 7 1 , 9 6 3  

0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

2 3 , 5 2 2 , 5 8 5  
4 , 9 2 2 , 6 3 0  

0 
0 
0 

1 , 7 9 7 . 8 7 2  
4 , 3 0 6 , 4 5 4  
3 , 7 6 8 , 0 2 6  

1 5 8 , 8 0 5  

1 5 1 , 3 4 2  
2 4 4 , 9 3 3  

9 2 , 1 5 0  

2 9 , 9 8 2  

2 3 , 9 4 2  
1 , 5 6 7  

s 1 2 3 , 7 9 3  

3 0 . 0 6 4  
2 , 4 4 4 , 5 2 8  

4 7 8 , 6 8 3  

S S 
U 
T 

P 
P 
G 

1 . 4 8 4 . 1 5 3  
1 0 . 0 0 0 . 0 0 0  

300,000 
8 , 2 9 8  

3 

3 

38.723 
1 , 9 2 6 , 9 5 4  

1 0 4 . 2 1 1  3 0 , 7 6 1  1 3 , 4 6 7  3 2 , 4 6 4  
120,572 6 1 , 6 4 8  1 4 6 , 1 7 7  5 6 . 9 2 0  

4 LPSCO - SDC 1 1 4 , 2 5 7  
4 SMLP - SDC 1 8 . 7 8 8  
4 SCM-SDC CASH ADVANCES 2 6 7  
4 GH-SDC INTERCO CAPITAL 2 6 5  
4 WWOS-SDC 
4 KABUTO JV-SDC 

INTEREST PAYABLE 4 8 4 , 5 9 1  
S/T NOTES PAYABLE OTHER 

545 MILLION TERM LOAN 3 . 0 0 5 . 1 6 9  
$55 MILLION RLC 
GOLDEN HERITAGE (PEW) 
TEXTRON LOAN 

5 DEFERRED PROFIT 1 , 3 3 8 , 3 1 1  5 . 3 5 0  1 0 7 . 7 9 6  
PWCC INTERCO PAYABLE 2 3 6 , 1 2 6  

0 CUSTOMER DEPOSITS _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ - - - - - ~ - - - - - - - - - - - - - - - - - - - - - - - - - - - ~ - ~ - - -  
7 . 6 2 9 . 8 7 4  339,040 9 7 , 7 5 9  2 8 6 . 2 2 0  8 9 , 3 8 4  _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ - - - - - - - - - - - - ~ - - - - - - - - - - - - - - - - - - - - - - - - - -  TOTAL CURRENT LIABILITIES 

0 
LONG-TERM LIABILITIES 

LONG-TERM NOTES PAYABLE 
WWOS OWES SOC PH I LAND NOTE 
WWOS RLC PAYOFF BY SDC 
CORPORATE TERM NOTE 
CORPORATE RLC 
LPSCO OWES SDC 
GOLDEN HERITAGE (PEW) 
TEXTRON LOAN 

6 OTHER ACCRUED LIABILITIES 
6 DEFERRED TAXES 
6 LONG-TERM CUSTOMER DEPOSITS 
6 CONTRIB PROPERTY RIA 

DEFERRED CREDIT 

5 4 1 . 9 9 4 . 8 3 1  
4 0 . 6 0 0 . 0 0 0  

300,000 

3 , 5 5 0 , 0 6 2  

TOTAL LIT LIABILITIES 

TOTAL LIABILITIES 

SUNCOR SUNCOR 
KABITO JV COMMERCIAL HOMES PALM VALLEY W O S  ACCOUNT DESCRIPTION 

7 4 8 . 2 8 4  
1 2 2 , 0 8 4  

6 2 5 , 5 6 7  
1 5 , 0 0 0  

2 4 4 , 6 4 8  
1 , 0 6 6 , 4 7 1  

2 , 1 1 0 , 6 3 4  
4 1 0 , 8 4 2  

4 
4 

LPSCO - SK! 
SMLP - SDC 
SCM-SDC CASH ADVANCES 2 6 7  
GH-SDC INTERCO CAPITAL 2 6 5  
wwos - SDC 
KABUTO JV-SDC 

INTEREST PAYABLE 
S/T NOTES PAYABLE OTHER 

545 MILLION TERM LOAN 
555 MILLION RLC 
GOLDEN HERITAGE (PEW) 
TEXTRON LOAN 

DEFERRED PROFIT 
PWCC INTERCO PAYABLE 
CUSTOMER DEPOSITS 

TOTAL CURRENT LIABILITIES 

8 , 9 9 6 , 7 9 6  
1 , 4 3 2 , 2 6 5  

1 2 , 3 9 7  

1 0 1 . 4 9 0  0 

1 , 5 6 2 , 8 6 3  

1 6 2 , 2 9 9  5 



LONG-TERM LIABILITIES 
LONG-TERM NOTES PAYABLE 

WWOS OWES SDC PH I LAND NOTE 
WWOS RLC PAYOFF BY SDC 
CORPORATE TERM NOTE 
CORPORATE RLC 
LPSCO OWES SDC 
GOLDEN HERITAGE (PEW1 
TEXTRON LOAN 

6 OTHER ACCRUED LIABILITIES 
6 DEFERRED TAXES 
6 LONG-TERM CUSTOMER DEPOSITS 
6 CONTRIB PROPERTY RIA 

DEFERRED CREDIT _ _ _ _  
TOTAL L/T LIABILITIES 

1,484,153 
10,000,000 

0 217.679 

11,484,153 0 217,679 

TOTAL LIABILITIES 16,069,366 1,032,667 12,223,597 15,000 1,528,799 

900 32,301 J.K.A 158.095 
35.768 

3,823.866 
3,962,437 

LPSCO - SDC 
SMLP - SDC 
SCM-SDC CASH ADVANCES 267 
GH-SDC INTERCO CAPITAL 265 
WWOS-SDC 
UABUTO JV-SDC 

INTEREST PAYABLE 
S/T NOTES PAYABLE OTHER 

$45 MILLION TERM LOAN 
$ 5 5  MILLION RLC 
GOLDEN HERITAGE (PEW) 
TEXTRON LOAN 

DEFERRED PROFIT 
PWCC INTERCO PAYABLE 
CUSTOMER DEPOSITS _---._-__. 

TOTAL CURRENT LIABILITIES 900 - - - - - - - -. 

'H 114,257 
J 18,788 
0 8.  996,796 
A 1,432,265 
Q 12,397 

P 101.400 

0 
0 
0 
0 
0 
0 

484,591 

3,005,169 
n 

5 E 1.938.311 

X 68,069 

1 ANG-TERM LIABILITIES 
LONG-TERM NOTES PAYABLE 
WWOS OWES SDC PH I LAND 
WWOS RLC PAYOFF BY SDC 
CORPORATE TERM NOTE 
CORPORATE RLC 
LPSCO OWES SDC 
GOLDEN HERITAGE (PEW1 
TEXTRON LOAN 

OTHER ACCRUED LIMILITIES 
DEFERRED TAXES 
LONG-TERM CUSTOMER DEPOSIl 
CONTRIB PROPERTY RIA 
DEFERRED CREDIT 

NOTE 

rs 

P 1,484,153 
P 10,000,000 

o e  
0 

41,994,831 
40.600.000 

0 
0 

3,431,617 
3,981,766 

30,492 
379,788 
999.073 
11,000 

G 300.000 

58.445 

F 207,912 

. . - - - -. . - 
12,050,510 TOTAL L/T LIABILITIES 

TOTAL LIABILITIES 

0 91.5e8.567 

24,822,099 58,445 106,553,475 



a 
......................... .................. 

TO*AL. XQUITY *17.11-1 1.410.116 ,2>,197.95a ........................ .................. 

*.I G.169.112 ........... 

........... 
11,711.11, 

4 > . S % , M L  

........... 

........... 

* TO RECLASS CURRENT PORTION OF PVGC LOAN AS OF 12/31/97 



SUNCOR DEVELOPMENT COMPANY 
CONSOLIDATING BALANCE SHEET 
DECEMBER 1997 CONSOLIDATING & ELIMINATING ENTRIES 

DEBIT CREDIT 

A. SCM INTERCO A/P TO SDC 
GH INTERCO CAPITAL FROM SDC - ACQUISITION 

GH INTERCO A/P TO SDC 
SDC A/R FROM GH 
SDC A/R FROM SCM 

B. HOMEBUILDING CASH ADVANCES FROM SDC 
SDC CASH ADVANCES TO HOMEBUILDING 

C. SCM INTERCO CAPPED INTEREST 
SDC INTERCO INTEREST A/R FROM SCM 

$4,797,280 
$1,432,265 

$1,181,097 
$421,643 

$4,626,804 

$8.996,796 
$8,996,796 

$1,345,580 
$1,345,580 

TO ELIMINATE INTERCO RECEIVABLES/PAYABLES BETWEEN HOMEBUILDING AND SDC 

D. SDC INVESTMENT IN GH 
SDC DUE DILIGENCE COSTS - GHH ACQUISITION 
SDC INVESTMENT IN SCM 

HOMEBUILDING ACCUMULATED LOSSES 
HOMEBUILDING CURRENT YEAR INCOME $1,809,835 

TO ELIMINATE INVESTMENT IN GH & SCM ON SDC BOOKS 

$151,062 

$483,214 

$1,175,560 

- -  

E. DEFERRED INTERCO PROFIT 
HOME INVENTORY 

$1,938,311 
$1,938,311 

TO ELIMINATE B/S GROSS UP ON INTERCO LOT SALES BETWEEN SDC AND HOMEBUILDING 

F. LPSCO COMMON STOCK $78,200 
LPSCO PAID IN CAPITAL $7,417,170 
LPSCO EARNINGS - PRIOR $635,325 
SDC DEFERRED TAXES DIFFERENTIAL $207,912 

LPSCO EARNINGS - CURRENT YEAR $29,982 
SDC INVESTMENT IN LPSCO - CONTRIB CAPITAL 
SDC INVESTMENT IN LPSCO - EARNINGS 
SDC INVESTMENT IN LPSCO - DEFERRED TAXES DIFFERENTIAL 

ELIMINATE SOC INVESTMENT IN LPSCO 

$7,495,370 
$665,307 
$207,912 

G. LPSCO LONG-TERM NOTES PAYABLE 
SOC LONG-TERM NOTES RECEIVABLE 

ELIMINATE LPSCO INTERCOMPANY NOTE WITH SDC 

H. LPSCO ACCOUNTS PAYABLE 
SDC ACCOUNTS RECEIVABLE 

ELIMINATE LPSCO INTERCOMPANY A/R WITH SOC 

I. SMLP CONTRIBUTED CAPITAL-MINORITY INT 

$ 3 0 0 , 0 0 0  
$ 3 0 0 , 0 0 0  

$114,257 
$114,257 

$5,311,464 



0 

SMLP CONTRIBUTED CAPITAL-SDC GP 

SMLP CONTRIBUTED CAPITAL-SDC LP 

SMLP EARNINGS - PRIOR 
SMLP EARNINGS - CURRENT YEAR 

SMLP DISTRIBUTED CAPITAL-SDC GP 

SMLP DISTRIBUTED CAPITAL-SDC LP 

MINORITY INTEREST CONTRIBUTED CAPITAL 
MINORITY INTEREST - PRIOR (35%) 
MINORITY INTEREST - CURRENT YEAR (35%) 
SDC INVESTMENT IN SMLP-LP 

SDC INVESTMENT IN SMLP-GP 

SDC INVESTMENT IN SMLP - EARNINGS 

SDC DISTRIBUTIONS FROM SMLP-LP 

SDC DISTRIBUTIONS FROM SMLP -GP 

SDC UWD BASIS DIFFERENTIAL 

ELIMINATE SDC INVESTMENT IN SMLP #3500 

J. SMLP ACCOUNTS PAYABLE 
SDC ACCOUNTS RECEIVABLE 

GH ACCOUNTS PAYABLE 
SMLP ACCOUNTS RECEIVABLE 

DEBIT 

$490,147 

$2,100,000 

$20,654,493 
$2,907,509 
$5,311,464 

$4,705!657 

$6,059,112 

- -  

$18.788 

$158,000 

ELIMINATE SMLP INTERCOMPANY A/R WITH SDC AND HOMEBUILDING (PREMIUMS) 

K. SASI ACCOUNTS PAYABLE 
SDC ACCOUNTS RECEIVABLE 

ELIMINATE SASI INTERCOMPANY A/R WITH SDC 

L. SASI CONTRIBUTED CAPITAL 
SASI CAPITAL DISTRIBUTIONS 

SASI EARNINGS - CURRENT YEAR 
PV INVESTMENT IN SASI - CONTRIB CAPITAL 
PV INVESTMENT IN SASI - EARNINGS 

SASI EARNINGS - PRIOR 

PV INVESTMENT IN SASI - DISTRIBUTIONS 

ELIMINATE PALM VALLEY INVESTMENT IN SASI 

M. PVGC CONTRIBUTED CAPITAL 
PVGC EARNINGS - PRIOR 
PVGC EARNINGS - CURRENT YEAR 

SDC INVESTMENT IN PVGC - EARNINGS 
SDC INVESTMENT IN PVGC - CONTRIB CAPITAL 

ELIMINATE SDC INVESTMENT IN PALM VALLEY GOLF 

N. SDC CONTRIB. CAPITAL TO PVGC 
PVGC ACCOUNTS RECEIVABLE 

CREDIT 

$6,059,112 

$4,705,657 

$7,229,073 
$1,017,628 
$2,100,000 

$490,147 

$15,315,301 

$18,788 

$158,000 

$95 
$95 

$339,023 

$460,914 

$650,000 

$650,000 

$85,522 
$339,023 

$375,392 

$6,158,173 
$395,756 
($194,675) 

$201,082 
$6,158,173 

$4,090,907 
$4,090,907 



ELIMINATE PVGC INTERCOMPANY A/R WITH SDC 

0. WWOS CONTRIBUTED CAPITAL-PHASE 1 
WWOS CONTRIBUTED CAPITAL-PHASE 2 

WWOS EARNINGS - PRIOR 
WWOS EARNINGS - CURRENT YEAR 
WWOS CAPITAL DISTRIBUTIONS-PHASE 1 
WWOS CAPITAL DISTRIBUTIONS-PHASE 2 
WWOS PREFERRED RETURN-PHASE 1 
WWOS PREFERRED RETURN-PHASE 2 
SDC INVESTMENT IN WWOS -PHASE 1 
SDC INVESTMENT IN WWOS -PHASE 2 

SDC INVESTMENT IN WWOS - EARNINGS 
SDC DISTRIBUTIONS FROM WWOS-PHASE 1 
SDC DISTRIBUTIONS FROM WWOS-PHASE 2 
SDC PREFERRED RETURN -PHASE 1 
SDC PREFERRED RETURN -PHASE 2 
SDC BASIS DIFFERENTIAL PH I BUILDINGS 
SDC BASIS DIFFERENTIAL PH I LAND 
SDC BASIS DIFFERENTIAL PH I1 LAND 

SDC 1994 CAPPED INTEREST ON WWOS 
SDC 1995 DEVELOPMENT FEES 

ELIMINATE SDC INVESTMENT IN WIGWAM OUTLET STORES #4400 

WWOS INTEREST PAYABLE 
WWOS INTEREST PAYABLE 

SDC INTEREST RECEIVABLE 
SDC INTEREST RECEIVABLE 

WWOS NOTES PAYABLE 
SDC NOTES RECEIVABLE 

WWOS NOTES PAYABLE 
SDC NOTES RECEIVABLE 

ELIMINATE WWOS INTERCOMPANY NOTES AND INTEREST WITH SDC 

WWOS ACCOUNTS PAYABLE 
SDC ACCOUNTS RECEIVABLE 

ELIMINATE WWOS INTERCOMPANY A/R WITH SDC 

KABUTO CONTRIBUTED CAPITAL - SDC 
KABUTO CONTRIBUTED CAPITAL - KABUTO 

MINORITY INTEREST 
SDC INVESTMENT IN KABUTO - CONTR CAPITAL 
BALANCING PLUG 

SDC DEVELOPMENT COSTS 
SDC BASIS DIFFERENTIAL IN LAND 

DEBIT CREDIT 

$9,500,000 
$13,526,125 

$1,101,590 
$831,462 

$9,500,000 
$4.967.126 

$287,568 
$810,296 

$9,500,000 
$13,526,125 

$1,933,052 
$9,500,000 
$4,967,126 

$287,568 
$810,296 - _  

_ _  
_ _  

$33,668 
$67,813 

$33,668 
$67,813 

$1,484,153 
$1,484,153 

$10,000,000 
$10,000,000 

$12,397 
$12,397 

$8,760,265 
$3,834,535 

$3,834,535 
$5,914,509 
$2,853,757 

- _  



S. 

T. 

U. 

V. 

ELIMINATE SDC INVESTMENT IN KABUTO JV #3000 

COMMERCIAL OPS CONTRIBUTED CAPITAL 

COMMERCIAL EARNINGS - CURRENT YEAR 
SDC INVEST IN GEN COMMERCIAL OPS - EARNINGS 

COMMERCIAL EARNINGS - PRIOR 

SDC INVEST IN GEN COMMERCIAL OPS - CONT CAPITAL 
SDC INVESTMENT IN OUTER LIMITS - PURCHASE 

SDC INVESTMENT IN FIDDLE (SCOWS) - CONT CAPITAL 
SDC INVESTMENT IN FIDDLE (SCOTTS) - EARNINGS 

SDC INVESTMENT IN FUNTASTICKS - CONT CAPITAL 
SDC INVESTMENT IN FUNTASTICKS - EARNINGS 
SDC INVESTMENT IN FIDDLE (TEMPE) - CONT CAPITAL 
SDC INVESTMENT IN FIDDLE (TEMPE) - EARNINGS 
SDC INVESTMENT IN PV MARKETPLACE - EARNINGS 

SDC INVESTMENT IN PV PAVILIONS - EARNINGS 
SDC INVESTMENT IN PV CROSSING - EARNINGS 

SDC INVESTMENT IN REST PLACE - EARNINGS 
SDC INVESTMENT IN AUTOPLEX - EARNINGS 
SDC INVESTMENT IN TALAVI - EARNINGS 

SDC INVESTMENT IN METROCENTER - EARNINGS 

SDC INVESTMENT IN LITCHFIELD OTHER - EARNINGS 

ELIMINATE SDC INVESTMENT IN COMMERCIAL OPERATIONS U2000 

HIDDEN HILLS CONTRIBUTED CAPITAL 
HIDDEN HILLS EARNINGS - PRIOR 
HIDDEN HILLS EARNINGS - CURRENT YEAR 
SDC INVESTMENT IN HIDDEN HILLS - CONT CAPITAL 

SDC INVESTMENT IN HIDDEN HILLS - EARNINGS 

ELIMINATE SDC INVESTMENT IN HIDDEN HILLS JV U3300 

SDC INVESTMENT IN RANCHO VIEJO - EARNINGS 
SDC INVESTMENT IN RANCHO VIEJO - CAPITAL 
RANCHO VIEJO EARNINGS - PRIOR 
RANCHO VIEJO EARNINGS - CURRENT YEAR 

RANCHO VIEJO CONTRIBUTED CAPITAL 

ELIMINATE SDC INVESTMENT IN RANCHO VIEJO JV #6600 

PV CONTRIBUTED CAPITAL 
PV EARNINGS - PRIOR 
PV EARNINGS - CURRENT YEAR 

SDC INVESTMENT IN PALM VALLEY - EARNINGS 
SDC INVESTMENT IN PALM VALLEY - DEVELOP 

ELIMINATE SDC INVESTMENT IN PALM VALLEY # 5 5 0 0  

TOTAL 

DEBIT 

$57,572,855 

$749,681 
$890,859 

$1,090,059 
$338,207 

$151,342 

$29,982 

$244,933 
$92,150 

$478,683 

$1.567 

$23,942 

$2,444,528 

CREDIT 

$257 I 868 

$51,343,998 
$1,822,515 

$3,282,433 
$161,781 

$2,213,969 
$331,016 
$920,669 
$671,963 

$123,793 

$30,064 

$0 
$1,567 

$478.683 

t 

$2,444,528 

$13,893 
$10,049 

$177,544,592 
$0 

$3,496,839 
$3,496,839 

$177,544,592 

$372,755,514 $372,755.514 



SUNCOR DEVELOPMENT COMPANY 
CONSOLIDATING INCOME STATEMENT 
FOR THE YEAR ENDING DECEMBER 31, 1997 

YWOS WGC G H HOMES ............................ LPSCO SCTS MTN ACCOUNT DESCRIPTION SUNCOR 
................................................................... 

RBVMIIIES: 
SALE OF ASSETS 
DEFERRED PROFIT 
UWD SALES ~~~ 

H a m  SALES 
COMMERCIAL PROPERTIES 
UTILITY SALES 
WNAGEMENT PEES 

- 58,111,924 
5,975.257 - 2,194,091 - 2.322.774 

51.952.237 1.618.907 5.156.783 2.194.091 5n.111.921 2,322.774 

- 1,618,907 
1.149.442 .................................. ................................. 
................................................................... 

TOT= OPEPATING REVEWES 

OPERATING EXPENSES 
COST OF ASSETS SOW 
COST OF U W D  SOLD 
COST OP HOMES S O W  
UND PROJECT msrs 
mmnE~c1.u PROPERTIES 
GENERAL L LD*INISTRATIVE 
UTILITY EXPENSE 
RKSORT OPERATIONS 
DEPRECIATION 6 AMORTIZATION 

TOTAL OPEPATINC EXPENSES 

NET OPERATING INCOME 

O?HER INCOME AND GAINS. 

5.041.300 
33.564.613 
12.322.193) 
2.11n.718 
4,*98,170 
9.882.277 

10.202 
716.227 

51,511,514 

440,723 

........... 

........... 

1,725,179 

50.970.298 

1,072,163 
4,909,682 

1,197,097 

178,950 

1.576.047 
........... 
........... 

12.860 

158.207 

1,883,386 
........... 
........... 

310,705 

561 

2.521.452 
............ 3 3 6 . 9 0 1  ........... 

56.216.8~1 

1,895.0a3 
........... 

954,720 ........... 
2.027.283 ........... 
295.491 ........... 

. ~~ ............ 
2.633.331 ............ 

EQUITY IN JOINT VWNRES 
INTEREST INCOME 
OTHER 

.................................. ...................... 
TOTAL OTHER INCOME ANJ GAINS 

I m R E S T  EXPENSE 

INTEREST EXPENSE 
LESS: CAPITALIZED INTEREST 

TOTAL INTEREST EXPENSE 

........... 
281,535 49,269 19.422 4,040,285 14,466 ........... ....................... ................................. 

7,157 505.378 134,477 1,146,375 5.870.928 27.340 
13 ,194 ,7461  
................................................................... 

105.378 134,477 1 . 1 4 6 . 3 ~  

29.986 2.907.509 1194.6731 1,809,835 1831.4621 

................................. 2.376. 182 27.140 7,357 
................................. 

.................................. 
51.624.594 529.986 52.907.509 lf194.6731 $1,809,815 15831.462) 

2.104.825 
480.211 

................................. 
=i=iii=ls.= lil=ii*==-i ===**=iil=i- =-i*i-ll-ii -====--=.=- ====--=--== 

NET INCOME BEFORE MINORIN INTEREST 
MINORITY INTEREST 

NET INCOME/ 1LOSSI 

HIODEN RANCHO ELIMINATING CONSOLIOATED 

........................................... VIEJO ENTRIES INCOME HiLLS ACCOVNT DESCRIPTION ............................ 

REVENUES : 
SALE OF ASSETS 
DEFERRED PROFIT 

HOME SALES 
COMMERCIAL PROPERTIES 
UTILITY SALES 
MANAGEMENT FEES 

L M ~ D  sacs 
S6.0oo.oao 

279,896 
4 5 .  970,272 
58.111.924 

1,618,907 
10,492,122 

1 . 1 4 9 , 4 * 2  

TOTAL OPERATING REVENUES 

OPERATING EXPENSES 
COST OF ASSETS S O W  
COST OF LAND SOLD 
COST OF HOMES SOLD 
LANC PROSECT COSTS 
COMMERCIAL PROPERTIES 
GENERAL h ADMINISTPATIVE 
UTILITY EXPENSE 
RESORT OPERATIONS 
OEPRECI~TION b AMORTIZATION 

TOTAL OPERATING EXPENSES 

NET OPERATING INCOME 

OTHER INCOME AND GAINS 

......... 
265.8~7 .......... 

........... 

........... 123,622,563 

5.o41.300 

48,648,105 

15,057,115 
1,337,519 

10.202 

15.864.192 

2.419.290 
7.296.112 

2,345,966 

220,128 

60.945 290 

1.277 

.......... 
281,671 

i l S ,  8211 
.......... 
.......... 

1.567 ll8.021.no1 ............ 
5,600,762 ............ 

11 ,5671  .......... 

- 1,182,161 
- 1.179.122 

49,269 

EQUITY IN JOINT VENTURES 
INTEREST INCOME 
OTHER 5,775 

................................. .......... 
TOTAL OTHER INCOME AND GAINS 

5.775 - 1,410,752 ........................................... 
INTEREST EXPENSE 

INTEREST EXPENSE 
LESS: CAPITALIZED INTEREST 

TOTAL INTEREST EXPENSE 

NET INCOME BEFORE MINORITY INTEREST 
MINORITY INTEREST 

NET INCOMEIIWSSI 

7 , 6 9 1 , 8 5 5  
11,494,7461 ............ .......... 

.......... 
11.5671 

.......... 

110.049l 
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Adopted November 9, 1939 

SECURITIES AND EXCHANGE COMMISSION 
Washington, D.C. 

FORM U-3A-2 

Statement by Holding Company 
Claiming Exemption under Rule U-2 

from the Provisions of the 
Public Utility Holding Company Act of 1935 

To Be Filed Annually Prior to March 1 

a File No. 69-306 

hereby files with the Securities and Exchange Commission, pursuant to 
Rule 2, its statement claiming exemption as a holding company from the 
provisions of the Public Utility Holding Company Act of 1935, and 
submits the following information: 



1. Name, state of organization, location and nature of business of 
Claimant and every subsidiary thereof, other than any exempt wholesale 
generator (EWG) or foreign utility company in which Claimant directly 
or indirectly holds an interest. 

Pinnacle West Capital Corporation ( 'Iclaimant " )  , having been 
incorporated on February 20, 1985 under the laws of the State of Arizona, and 
having its principal executive offices at 400 East Van Buren, Suite 700, 
Phoenix, Arizona 85004, was organized principally to acquire and hold securities 
of other corporations for investment purposes. Claimant currently holds stock in 
the following subsidiaries: 

a. Arizona Public Service Company ("APS1' or the lBCompany1I), is engaged 
principally in serving electricity in the State of Arizona. 
Incorporated in 1920 under the laws of the State of Arizona and having 
its principal executive offices at 400 North Fifth Street, Phoenix, 
Arizona 85004, APS became a subsidiary of the Claimant pursuant to a 
corporate restructuring plan approved by the Company's shareholders on 
April 18, 1985. 

(1) AXIOM Power Solutions, Inc. ("AXIOM") - -  an Arizona 
corporation having been incorporated on October 29, 1996 and 
having its principal executive offices at 400 E. Van Buren, 
Phoenix, Arizona 85004, was organized primarily to sell 
security and energy management products and services. AXIOM is 
a wholly-owned subsidiary of APS. 

(2) Bixco, Inc. ("Bixco") - -  an Arizona corporation having 
been incorporated on June 4, 1971 and having its principal 
executive offices at 400 North Fifth Street, Phoenix, Arizona 
85004, was organized primarily to conduct exploration 
activities for energy resources and other valuable minerals. 
Subsequent to the sale of its oil and natural gas properties 
in 1981, Bixco has been inactive. Bixco is a wholly-owned 
subsidiary of APS. 

b. SunCor Development Company ( "SunCor" - - an Arizona 
corporation having been incorporated on June 30, 1965 and having its 
principal executive offices at 3838 North Central Avenue, Suite 1500, 
Phoenix, Arizona 85012, is a wholly-owned subsidiary of Claimant 
engaged primarily in the owning, holding and development of real 
property. 

2 
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(1) SunCor Resort & Golf Management, Inc. ("Resort & Golf 
Management ) (previously named SunCor Resort Management, 
Inc." and "SunCor Farms, Inc.It) - -  an Arizona corporation 
having been incorporated on December 31, 1986 and having its 
principal executive offices at 3838 North Central Avenue, 
Suite 1500, Phoenix, Arizona 85012 operates and manages hotel, 
golf, food and beverage for the Wigwam Resort and Country 
Club, Sedona Golf Resort, SunRidge Canyon Golf Club, Real del 
Mar Golf Club, and Palm Valley Golf Club. Resort & Golf 
Management is a wholly-owned subsidiary of SunCor. 

( 2 )  Litchfield Park Service Company (ItLPSC031) - -  an Arizona 
corporation having been incorporated on September 21, 1954 and 
having its principal executive offices at 501 East Plaza 
Circle, Suite B, Litchfield Park, Arizona 85340, is a 
regulated public utility engaged in providing water and sewer 
services to commercial and residential customers. LPSCO became 
a wholly-owned subsidiary of SunCor on December 31, 1986. 

( 3 )  SunCor Homes, Inc. ("SunCor Homes") - -  (previously named 
"LGR, Inc. and "WGP Realty, Inc. I , )  an Arizona corporation 
having been incorporated on May 14, 1986 and having its 
principal executive offices at 3838 North Central Avenue, 
Suite 1500, Phoenix, Arizona 85012, was organized to provide 
brokerage and realty services in the sale of commercial and 
residential real property. SunCor Homes is a wholly-owned 
subsidiary of SunCor. 

(i) Golden Heritage Construction, Inc. ( IIGolden 
Heritagett) - -  an Arizona corporation having been 
incorporated on December 30, 1993 and having its 
principal executive offices at 7975 North Hayden Rd. 
Suite D-280, Scottsdale, Arizona 85258, was organized 
to serve as a general residential contractor. Golden 
Heritage became a wholly-owned subsidiary of SunCor 
Homes, Inc. on January 1, 1996. 

(4) SCM, Inc. (IISCMfl) - -  an Arizona corporation having been 
incorporated on May 14, 1991 and having its principal 
executive offices at 3838 North Central Avenue, 
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Suite 1500, Phoenix, Arizona 85012, was organized to 
participate in real estate joint ventures and other real 
estate related activities. SCM is a wholly-owned subsidiary of 
SunCor . 
(5) Golf de Mexico, S.A. DE C.V. (I1Golf de Mexico") - -  a 
Mexican variable capital corporation having been incorporated 
on February 8, 1992 in Tijuana, Baja California, Mexico, and 
having its principal executive offices at 3838 North Central 
Avenue, Suite 1500, Phoenix, Arizona 85012, was organized to 
operate and manage the Real del Mar Golf Course in Mexico. 

(6) SunCor Realty & Management Company (llSunCor Realtyt1) - -  
(previously named Russell Ranch Development Company) an 
Arizona corporation having been incorporated on April 1, 1994 
and having its principal executive offices at 3838 North 
Central Avenue, Suite 1500, Phoenix, Arizona 85012 was 
organized to participate in real estate joint ventures and 
other real estate related activities. SunCor Realty is a 
wholly-owned subsidiary of SunCor. 

(7) Palm Valley Golf Club, Inc. (llPalm Valley Golff1) - -  an 
Arizona corporation having been incorporated on January 23, 
1996 and having its principal executive offices at 3838 North 
Central Avenue, Suite 1500, Phoenix, Arizona 85012 was 
organized to hold title to the Palm Valley Golf Course. Palm 
Valley Golf is a wholly-owned subsidiary of SunCor. 

(8) Rancho Viejo de Santa Fe, Inc. ("Rancho Viejoll) - -  a New 
Mexico corporation having been incorporated on March 18, 1996 
and having its principal executive offices at 3838 North 
Central Avenue, Suite 1500, Phoenix, Arizona 85012 was 
organized to engage in real estate development in New Mexico. 
Rancho Viego is a wholly-owned subsidiary of SunCor. I 

c. El Dorado Investment Company - -  an Arizona corporation 
having been incorporated on July 27, 1983 and having its principal 
executive offices at 400 East Van Buren, Suite 750, Phoenix, Arizona 
85004, is a wholly-owned subsidiary of Claimant engaged primarily in 
the acquisition and holding of stocks and securities of other companies 
for investment purposes. 

4 



2 .  A brief description of the properties of Claimant and each of its 
subsidiary public utility companies used for the generation, 
transmission and distribution of electric energy for sale, or for the 
production, transmission and distribution of natural or manufactured 
gas, indicating the location of principal generating plants, 
transmission lines, producing fields, gas manufacturing plants and 
electric and gas distribution facilities, including all such properties 
which are outside the state in which Claimant and its subsidiaries are 
organized and all transmission or pipelines which deliver or receive 
electric energy or gas at the borders of such state. 

Neither the Claimant nor any of its subsidiaries own property used for 
the production, transmission and distribution of natural or manufactured gas. 
APS, a “public utility companyll as that term is defined in the Public Utility 
Holding Company Act of 1935, is the only one of Claimant’s subsidiaries that 
owns property used for the generation, transmission and distribution of electric 
energy for sale. 

5 



Exhibit D attached hereto shows the location of APS' major generating 
plants (including those owned jointly with others), principal transmission lines 
(including those operated for others) and interconnections of transmission lines 
with out-of-state utilities at state lines. All of such facilities, except the 
Four Corners Generating Station ("Four Corners"), and all of APS' distribution 
facilities, are located within the State of Arizona. Four Corners is a 
mine-mouth power plant, located in the northwest corner of New Mexico, near the 
city of Farmington, approximately 40 miles east of the Arizona-New Mexico 
border. 

APS' present generating facilities have an accredited capacity 
aggregating 4,039,220 kilowatts, comprised as follows: 

Coal : 
Units 1, 2 and 3 at Four Corners, 

15% owned Units 4 and 5 at Four Corners, 

Units 1, 2, and 3 at the Cholla Plant, 

14% owned Units 1, 2 and 3 at the Navajo 

aggregating ............................ 
representing ........................... 
aggregating ............................ 
Plant, representing .................... 

Capacity 

560,000 kw 

222,000 

615,000 

315,000 

1,712,000 kw 
Gas or Oil: 
Two steam units at Ocotillo, two steam 

units at Saguaro and one steam 
unit at Yucca, aggregating . . . . . . . . . . . . .  463,400 kw(l) 

Eleven combustion turbine units, 

Three combined cycle units, 
aggregating 500,600 

253,500 

.......................... 
aggregating .......................... 0 1,217,500 kw 

Nuclear: 
29.1% owned or leased Units 1, 2 and 3 
at Palo Verde, representing 1,105,520 kw 



APS' transmission facilities consist of approximately 4,862 pole miles 
of overhead lines and approximately 18 miles of underground lines, all of which 
are located within the State of Arizona. APS' distribution facilities consist of 
approximately 11,335 pole miles of overhead lines and approximately 8,993 miles 
of underground lines, all of which are located within the State of Arizona. 

3. The following information for the last calendar year with respect to 
Claimant and each of its subsidiary public utility companies: 

a. Number of kwh of electric energy sold at retail or 
wholesale. 

None 22,387,930,000 kwh of electric energy 
sold at wholesale or retail 

b. Number of kwh of electric energy distributed at retail 
outside the state in which each such company is organized. 

C1 a imant AP S 
- - - - - - - -  - - -  

None 62,766,000 kwh of electric energy 
distributed at retail outside Arizona 

c. Number of kwh of electric energy sold at wholesale outside 
the state in which each such company is organized, or at the state 
line. 

None 973,300 kwh of electric energy sold at 
wholesale outside Arizona or at state 
line 

d. Number of kwh of electric energy purchased outside the 
state in which each such company is organized or at the state line. 

C1 a imant APS 
- - - - - - - - - - -  

None 4,605,356 kwh of electric energy 
purchased outside Arizona or at state 
line 
7 



4 .  The following information for the reporting period with respect to 
Claimant and each interest it holds directly or indirectly in an EWG or 
a foreign utility company, stating monetary amounts in United States 
dollars: 

The Claimant holds no interest, direct or indirect, in an EWG or a 
foreign utility company. 

a. Name, location, business address and description of the 
facilities used by the EWG or foreign utility company for the 
generation, transmission and distribution of electric energy for sale 
or for the distribution at retail of natural or manufactured gas. 

Not applicable. 

b. Name of each system 
EWG or foreign utility company; and description of the interest held. 

company that holds an interest in such 

Not applicable. 

c. Type and amount of capital invested, directly or 
indirectly, by the holding company claiming exemption; any direct or 
indirect guarantee of the security of the EWG or foreign utility 
company by the holding company claiming exemption; and any debt or 
other financial obligation for which there is recourse, directly or 
indirectly, to the holding company claiming exemption or another system 
company, other than the EWG or foreign utility company. 

Not applicable. 

d. Capitalization and earnings of the EWG or foreign utility 
company during the reporting period. 

I 

Not applicable. 

e. Identify any service, sales or construction contract(s) 
between the EWG or foreign utility company and a system company, and 
describe the services to be rendered or goods sold and fees or revenues 
under such agreement ( s )  . 

Not applicable. 
8 



EXHIBIT A 

A consolidating statement of income and surplus of the Claimant and its 
subsidiary companies for the last calendar year, together with a consolidating 
balance sheet of Claimant and its subsidiary companies as of the close of such 
calendar year. 

Exhibit A hereto includes consolidating statements of income and 
consolidating balance sheets for the Claimant and the following of its 
subsidiaries: Arizona Public Service Company, SunCor Development Company and El 
Dorado Investment Company. Subsidiaries have been consolidated for financial 
reporting purposes in accordance with Statement of Financial Accounting 
Standards No. 94, Consolidation of All Majority-owned Subsidiaries. Also 
included are consolidating statements of income and consolidating balance sheets 
for SunCor Development Company and its subsidiaries. 

9 



EXHIBIT B FINANCIAL DATA STATEMENT 

If, at the time a report on this form is filed, the registrant is required to 
submit this report and any amendments thereto electronically via EDGAR, the 
registrant shall furnish a Financial Data Schedule. The Schedule shall Set forth 
the financial and other data specified below that are applicable to the 
registrant on a consolidated basis. 

1. Total Assets. 

2. Total Operating Revenues. 

3 .  Net Income. 

See Exhibit B hereto, 
10 



EXHIBIT C 

An organizational chart showing the relationship of each EWG or foreign 
utility company to associate companies in the holding-company system. 

Not applicable. 
11 



EXHIBIT D 

Exhibit D is a map of the'state of Arizona showing the following: 

APS Service Area; 
Major APS Power Plants, including joint ownership; 
Principal APS Transmission Lines; 
and Transmission Lines Operated for Others. 

12 



The above-named Claimant has caused this statement to be duly executed 
on its behalf by its authorized officer on this 28th day of February, 1 9 9 7 .  

Pinnacle West Capital Corporation 

(Name of Claimant) 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

By / s /  Michael S .  Ash 
_ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ - - - - - - - - - - - - -  

Michael S .  Ash 
Corporate Counsel 

[CORPORATE SEAL] 

Attest: 

/s/Suzanne Debes 

Suzanne Debes 
Associate Secretary 

- - - - - - - - - - - - - - - - - - -  

Name, title and address of officer to whom notices and correspondence 
this statement should be addressed: 

concerning 

(Title) 
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PINNACLE WEST CAPITAL CORPORATION 
CONSOLIDATING INCOME STATEMENT 
FOR THE YEAR ENDED DECEMBER 31, 1996 
(THOUSANDS OF DOLLARS) 

OPERATING REVENUES: 
Electric 
Real Estate 

Total 

FUEL EXPENSES: 
Fuel for electric generation 
Purchased power 

Total 

OPERATING EXPENSES: 
Utility operations and maintenance 
Real estate operations 
Depreciation and amortization 
Taxes other than income taxes 

Total 

OPERATING INCOME 

OTHER INCOME (DEDUCTIONS): 
Allowance for equity funds used during construction 
Interest on long-term debt 

INCOME 
Income 

INCOME 

Other interest 
Allowance for borrowed funds used during construction 
Preferred stock dividend requirements 
Other, net 

Total 

FROM CONTINUING OPERATIONS BEFORE INCOME TAXES 
Tax Benefits (Expense) 

FROM CONTINUING OPERATIONS 
DISCONTINUED OPERATIONS, NET OF TAX 
EXTRAORDINARY ITEM FOR EARLY RETIREMENT OF DEBT, NET OF TAX 

NET INCOME (LOSS) 

PWCC APS SUNCOR ELDO 



OPERATING REVENUES: 
Electric 
Real Estate 

Total 

N E L  EXPENSES. 
Fuel for electric generation 
Purchased power 

Total 

* E L I M I N A T I O N S *  
DEBIT CREDIT 

OPERATING EXPENSES 
Utility operations and maintenance 
Real estate operations 1,206 (c) 
Depreciation and amrtizatzon 
Taxes other than income taxes _ _ - _ - -  ~ - - - - _  

Total 1,206 _ _ _ _ _ _ _ _ _ - - _  
OPERATING INCOME 11.2061 _ _ _ _ _ _ _ _ _ _ _ _  
OTHER INCOME (DEDUCTIONS) 

Allowance for equity funds used during construction 
Interest on long-term debt 
Other interest 
Allowance f o r  borrowed funds used during Construction 
Preferred stock dlvidend requirements 
Other, net 230,904 1a.b) 

Total 230.904 
_____.__---_ 

INCOME FROM CONTINUING OPERATIONS BEFORE INCOME TAXES 229.698 
Income Tax Benefits (Expensel 

INCOME FROM CONTINUING OPERATIONS 229,698 
DISCONTINUED OPERATIONS. NET OF TAX 
EXTRAORDINARY ITEM FOR EARLY RETIREMENT OF DEBT, NET OF TAX 

NET INCOME (LOSS1 

TOTAL 

230,393 
95.130 

5,209 
1171.458) 
(23,7641 
9.509 

(17.092) 
(6,7481 

1,206 1204.344) 

1,206 

..-.._______ 
1.206 

339,515 
1128,456) 



PINNACLE WEST CAPITAL CORPORATION 
CONSOLIDATING INCOME STATEMENT 
ELIMINATING ENTRIES 

(a) Income from Subsidiaries 
Retained Earnings 

TO eliminate PWCC Equity in earnings from subsidiarries 

APS 
SUNCOR 
EL DOFADO 

PWCC 
226.379 

4,154 
371 

(b) Interest Income (SunCor) 
Interest Expense (El Dorado) 

To eliminate SunCor interest charges to El Dorado. 

(C) Real Estate Operations 
Interest Expense (PWCCI 

To reclass Capitalized Interest for SunCor 
EXHIBIT 

Land Sales. 
A PAGE 2 OF 12 

s 230,904 
s 230,904 

s 1,206 
S 

- -  

1,206 
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PINNACLE WEST CAPITAL CORPORATION 
CONSOLIDATING BALANCE SHEET 

December 31, 1996 
(THOUSANDS OF DOLLARS) 

PWCC APS SUNCOR ELDO _ _ _ _ _ _ _ _ _ _ _  _ _ _ _ _ _ _ _ _ _ _  - - - - - - - - -  - - - - - - - - -  
A S S E T S  

CURRENT ASSETS 
Cash and cash equivalents 
Customer and other receivables - n.w 
Accrued utility revenue 
Materials and supplies 
Fossil fuel 
Deferred income taxes 
Other current assets 

Total current assets 

INVESTMENTS AND OTHER ASSETS 
Real estate investments, net (cap interest) 
Other assets 

Total investments and other 

$ 4,485 $ 12,521 $ 6,225 $ 3,455 
572 159,928 7,416 1,893 

55,470 
74,120 
13,928 

61,264 8,424 
3 14 22,761 18,150 _ _  

66,635 347,158 31,791 5,348 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

8,668 398,809 
5,861 33,459 2,111,100 

2,119,768 113,666 404,670 33,459 

113,666 _________-- . - - - -______-- - - - - - - - - - - - - - - - - - - - - - - - -  
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

UTILITY PLANT 
Electric plant in service and held for future use 6,803,211 
Less accumulated depreciation and amortization 2,426,143 

__________._________-------------------------- 

Total _ _  4,377,068 _ _  _ _  
Construction work in progress 226,935 
Nuclear Fuel 51.137 

Net Utility Plant 

DEFERRED DEBITS 
Regulatory asset for income taxes 
Rate synchronization deferral 
Other deferred debits 

Total deferred debits 

TOTAL ASSETS 



*ELIMINATIONS AND ADJUSTING ENTRIES* 
DEBIT CREDIT TOTAL 

A S S E T S  

CURRENT ASSETS 
Cash and cash equivalents 
Customer and other receivables - net 
Accrued utility revenue 
Materials and supplies 
Fossil fuel 
Deferred income taxes 
Other current assets - - - - - - - - - 

- -  Total current assets _ - - - - - -  - -  

INVESTMENTS AND OTHER ASSETS 
Real estate investments, net (cap interest) 
Other assets 

Total investments and other 

UTILITY PLANT 
Electric plant in service and held for future us 
Less accumulated depreciation and amortization - - - - - - - - - 

Total - -  
Construction work in progress 
Nuclear Fuel 

- - - - - - - - - 
Net Utility Plant _ -  

- - - - - - - - - 
DEFERRED DEBITS 

Regulatory asset for income taxes 
Rate synchronization deferral 
Other deferred debits 

Total deferred debits 

TOTAL ASSETS 

EXHIBIT A PAGE 3 Of 12 



PINNACLE WEST CAPITAL CORPORATION 
CONSOLIDATING BALANCE SHEET 

(THOUSANDS OF DOLLARS) 
December 31, 1996 

L I A B I L I T I E S  A N D  E Q U I T Y  

CURRENT LIABILITIES 
Accounts payable 
Accrued taxes 
Accrued interest 
Dividend payable 
Short-term borrowings 
Commerical paper, net 
Current maturities of long-term debt 
Customer Deposits 
Other current liabilities 

Total current liabilities 

LONG-TERM DEBT LESS CURRENT MATURITIES 

DEFERRED CREDITS AND OTHER 
Deferred income taxes 
Deferred investment tax credit 
Unamortized gain-sale of utility plant 
Other deferred credits 

Total deferred credits 

COMMITMENTS AND CONTINGENCIES (NOTE) 

MINORITY INTERESTS: 
Non-Redeemable preferred stock of APS 
Redeemable preferred stock of APS 
Joint Ventures of SunCor 

COMMON STOCK EQUITY: 
Common stock 
Accumulated deficit 

Total 

TOTAL LIABILITIES AND EQUITY 

$ 174,394 
86,327 
39,115 _ -  

_ _  
16,900 

153,780 
32,137 
21,150 

523,803 
- _ - - _ _ _ _ - - -  

_ _ _ _ _ _ _ _ _ _ _  

$ 6,625 

326 
- -  

2,497 
2,085 

907 

12,440 
- - _ _ _ _ _ _ _ _  

- - _ - _ _ _ _ _ _  

250,000 2,029,482 92,631 

(54,930) 1,414,242 
(13,344) 87,723 

86,939 
16,972 332,970 4,459 

(51,302) 1,921,874 4,459 
_ _ _ _ _ _ _ _ _ _ _  _ _ _ _ _ _ _ _ _ _ _  - - _ - _ _ _ _ _ _  

_ _ _ _ _ _ _ _ _ _ _  - _ _ _ _ _ _ _ _ _ _  - - _ _ _ _ _ _ _ _  

a 

$ 118 

165,673 
53,000 

8.950 



*ELIMINATIONS AND ADJUSTING ENTRIES* 
DEBIT CREDIT TOTAL 

L I A B I L I T I E S  A N D  E Q U I T Y  

CURRENT LIABILITIES 
Accounts payable 
Accrued taxes 
Accrued interest 
Dividend payable 
Short-term borrowings 
Commerical paper, net 
Current maturities of long-term debt 
Customer Deposits 
Other current liabilities 

Total current liabilities 

LONG-TERM DEBT LESS CURRENT MATURITIES 

DEFERRED CREDITS AND OTHER 
Deferred income taxes 
Deferred investment tax credit 
Unamortized gain-sale of utility plant 
Other deferred credits 

Total deferred credits 

1,359,312 
74.379 

COMMITMENTS AND CONTINGENCIES (NOTE) 

MINORITY INTERESTS: . 
Non-Redeemable preferred stock of APS 
Redeemable preferred stock of APS 
Joint Ventures of SunCor 

165,673 
53,000 _ -  8,950 (e) 

COMMON STOCK EQUITY: 
Common stock 
Accumulated deficit 

Total 

TOTAL LIABILITIES AND EQUITY 

a 



PINNACLE WEST CAPITAL CORPORATION 
CONSOLIDATING BALANCE SHEET 
ELIMINATING AND ADJUSTING ENTRIES 

(a) Common stock 
Notes payable - SunCor, El Dorado 

Accumulated deficit 
Other investments 

Total 

To eliminate PWCC investment in subsidiaries 

APS 
SunCor 
El Dorado 

Common 
Stock 

Earnings/ 
Dividends 

1,742,385 (12,995) 
444,391 (121,493) 
62,546 (23,857) 

2,249,322 _ _  
_ _  158,345 

2,090,977 

2,249,322 2,249,322 
_ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  

_ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ - - - - - - - - - - -  

Notes Total 

_ -  1,729,390 
- -  322,898 
_ _  38,689 

(b) Other current liabilities 
Customer and other receivables - net 

To eliminate intercompany receivable/payable 

A/ R 
PWCC's Books 

APS 130 
SunCor 443 
El Dorado (1) 

Total 572 
- - - - - - - - 

- - - - - - - - 

( c )  Other current liabilities (PWCC) 
Other current assets (APS) 

To eliminate PWCC payable to APS 

(d) Dividends Payable (APS) 
Customer and other receiv. (PNW) 

To eliminate APS Dividend to PNW 

(e) Current Liabilities (PNW) 
Deferred Credits (PNW) 

Reclass deferred compensation 

(f) Scottsdale Mountain - Minority Interest 
Real estate investments - net 

To eliminate Minority Interest - SunCor Scottsdale Mountain 

572 
572 

t a 
91 

91 

2,534 

8,950 

2,534 

8.950 
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SUNCOR DEVELOPMENT COMPANY 
CONSOLIDATING BALANCE SHEET 
FOR THE MONTH ENDED DECEMBER 31, 1996 

ACCOUNT DESCRIPTION - - - - - - - - - -_ - - -__ -__  

ASSETS: 

CURRENT ASSETS 
CASH AND SHORT TERM INVESTMENTS 
ACCOUNTS RECEIVABLE 
INTERCOMPANY ACCOUNTS: 

SASI 
LPSCO 
SMLP 
KABUTO Jv 
DVOP 
s&iSHI I/C ~ 12901 h 12201 
SCMISHI I/C - 12902 
SCM ~ SDC -12903 
SHI - SDC - 12903 L 265 
YWCIC: 

GOLDEN HERITAGE 
HOMEBUILDZNG I/C INTEREST 
GOLDEN HERITAGE CASH ADVANCE 
SUNRIDGE - DEVELOPMENT 
GOLDEN HERITAGE 
HOMEBUILDZNG I/C INTEREST 
GOLDEN HERITAGE CASH ADVANCE 
SUNRIDGE - DEVELOPMENT 
SUNRIDGE - GOLF 
SEDONA - DEVELOPMENT 
SEDONA - GOLF 
WIGWAM RESORT 
OUTER LIMITS (2000) 
COMMERCIAL PROJECT ~ GENERAL 
FIDDLESTICKS 
PUNTASTICKS 
HIDDEN HILLS 
RANCHO VIEJO 

OUTER LIMITS (2000) 
COMMERCIAL PROJECT ~ GENERAL 
FIDDLESTICKS 
PUNTASTICKS 
HIDDEN HILLS 
RANCHO VIEJO 

INTEREST RECEIVABLE 
NOTES RECEIVABLE 
INVENTORIES 
PREPAID EXPENSES 
HOME INVENTORY 

TOTAL CURRENT ASSETS 

S 4,666,819 S 345,533 
356,927 84,647 

125,501 
18.733 
42,465 

135,646 
11.692.358 

114.958 
44,281 

6a .  698 

(205.3961 
377,474 
158.140) 

5,051.459 
3,685,731 
4,590,012 

174,208 
756,736 

132,659 
3,145,422 4,746 

$ 417,524 S 1,509.499 
141.936 327,513 

S 47.652 
28,180 

s 

S H I  - - -  

(14,235) 
83.181 

SCM - - _  

S (352.503) 
49,263 

368 

1,685,351 (1,685,3511 

(4,663,344) 
(2,379,358) 2,379,358 

3 3 3 , 7 3 8  

(11,692,358) 

117.857 
2,603,250 

72,984 
57,875 

2,442,969 
_ _  14,564 

52,919 16.518.852 



ACCOUNT DESCRIPTION 

ELIMINATIONS 
HIDDEN RANCHO _ _ _ _ _ _ _ _ _ _ _ _ _ _ - _ _ _ _ _ _ _ _ _ _ _ _  

WWOS GH HOMES KABUTO JV COMMERCIAL HILLS VIEJO REF DEBIT REF CREDIT 
.__. _ _ _ _ _ _ _ _  __...___. _ _ _ _ _ _ _ _ _ _  _ _ _ _ _  _ _ _ _ _ -  - - -  - - - - _  - - _  - _ - - - -  

ASSETS 

CURRENT ASSETS 
CASH AND SHORT TERM INVESTMENTS $ 93.801 $ 250 S (494,7051 $ 5.000 
ACCOONTS RECEIVABLE (25,497) 38,451 
INTERCOMPANY ACCOLWS 

SASI P 172 
LPSCO M 85,521 

0 18.333 SMLP 
KABUTO JV 
PVGC 
SCM/SHI I/C - 12901 & 12201 AB 6,603,859 AB 6,603,859 
SCM/SHI I/C - 12902 C 2,379.358 C 2,379,158 
SCM - SDC -12903 0 4,663.344 
SHI - SDC - 12903 & 265 D 1,432,265 D 1,891,504 

u 18.733 wwos 
G 42,465 GOLDEN HERITAGE 

HOMEBUILDING I/C INTEREST F 135,646 
E 11,692,358 E 11,692.358 GOLDEN HERITAGE CASH ADVANCE 

SUNRIDGE - DEVELOPMENT 
SUNRIDGE - GOLF 
SEWNA - DEVELOPMENT 
SEWNA - GOLF 
WIGWAM RESORT 
OUTER LIMITS (2000) 

FIDDLESTICKS X 3,685,231 

HIDDEN HILLS Z 174,208 
RANCHO VIEJO A& 756,736 

INTEREST RECEIVABLE T 72.611 
NOTES RECEIVABLE 8.041 
INVENTORIES 21,609 
PREPAID EXPENSES 44,358 
HOME INVENTORY 

X 58.140 
COPMERCIAL PROJECT - GENERAL x 5 , 0 5 1 , 4 5 9  

FUNTASTICKS x 4,590,012 

J 1,075,417 

76,345 _ _  250 (390,287) - -  5.000 26,829.496 38,273,451 
__________._______._____________________----.--.-.-..----------------------------------------------- 

. _ _ . . _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ ~ ~ ~ ~ . . ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ . ~ ~ ~ - ~ ~ . - - - - - - ~ ~ ~ ~ . . ~ ~ ~ ~ ~ ~ ~ ~ ~ - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -  TOTAL CURRENT ASSETS 

t 0 



CURRENT ASSETS 
CASH AND SHORT TERM INVESTMENTS 
ACCOUNTS RECEIVABLE 
INTERCOMPANY ACCOUNTS: 

$ 6,224,635 
I, 084,601 

SAS I 540 
LPSCO 
SMLP 
KABUTO JV 
PVGC 

- -  
- -  
- -  
- -  

SCM/SHI I/C - 12901 & 12201 - -  
SCM/SHI I/C - 12902 - -  

- -  SCM - SDC -12903 
SHI - SDC - 12903 & 265 
wwos 
GOLDEN HERITAGE 
HOMEBUILDING I/C INTEREST 
GOLDEN HERITAGE CASH ADVANCE 60,698 

- -  
- -  
- -  
- -  

114,958 
SUNRIDGE - GOLF 44,281 
SEDONA - DEVELOPMENT (205,396) 
SEDONA - GOLF 377,474 
WIGWAM RESORT 
OUTER LIMITS (2000) 
COMMERCIAL PROJECT - GENERAL 
FIDDLESTICKS 
FUNTASTICKS 
HIDDEN HILLS 
RANCHO VIEJO 

SUNRIDGE - DEVELOPMENT 

- -  
- -  
- -  
- -  
- -  
- -  
- -  
- -  

177,905 INTEREST RECEIVABLE 
NOTES RECEIVABLE 5,761,459 
INVENTORIES 94,593 
PREPAID EXPENSES 116,797 
HOME INVENTORY 17,939,323 

TOTAL CURRENT ASSETS 31,791,868 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . . . . . . . . . . . . . . . .  



ACCOUNT DESCRIPTION - _ _ _ _ - _ _ - - _ _ _ _ _ _ _ _ _  
LONG-TERM ASSETS 

HIDDEN HILLS 
RANCHO VIEJO 
PALM VALLEY 
LITCHFIELD GREENS 
KABUTO JV 
SCOTTSDALE MTN 
MARKETPLACE - CENTERPOINT 
TATUM RANCH 
TALAVI 
RESTORATION PLACE - TOWNE CNTR 
WIGWAM OUTLET STORES 
GOLDEN HERITAGE LAND 

EQUITY IN TEMPE MKTPL JV 
EQUITY IN CTRPT ASSOC-JV 
INVESTMENT IN BILTMORE ESTATES 
INVEST IN PV APARTMENTS 
INVESTMENT IN SUNRIDGE CANYON 
INVESTMENT IN SEDONA GOLF 
INVESTMENT IN PLUHCDR OFFICE JV 

INVEST IN KABUTO JV 
INVESTMENT IN WIGWAM OUTLET 
INVEST IN SCOTTS MTN LTD PART 
INVEST IN SUNCOR HOMES: 
SUNCOR HOMES EARNINGS 
GOLDEN HERITAGE EARNINGS 

DEVELOPMENT PROJECTS 

EQUITY INVESTMENTS. 

CONSOLIDATED ELIMINATING ENTITIES: 

INVEST IN GOLDEN HERITAGE HOMES 
INVESTMENT IN LPSCO 
INVESTMENT IN SASI 
INVESTMENT IN PALM VALLEY GOLF 
INVESTMENT IN OUTER LIMITS 
INVESTMENT IN FIDDLESTICKS 
INVESTMENT IN FUNTASTICKS 
INVESTMENT IN COMM OPS 
INVESTMENT IN PV PAVILIONS 
INVESTMENT IN PV CROSSING 
INVESTMENT IN AUTOPLEX 
INVESTMENT IN TALAVI 
INVESTMENT IN RANCHO VIEJO 

COMMERCIAL PROPERTIES 
LONG-TERM NOTES RECEIVABLE 
SDC PHASE I LAND NOTE TO WWOS 
SDC PAYOFF OF W O S  RLC 
SDC LOAN TO LPSCO 

PALM VALLEY GOLF INTERCOMPANY 
BUILDING. EQUIPMENT AND OTHER INETI 
DEFERRED ASSETS 
WATER. SEWER UTILITY PROP INETI 
CONTRIBUTED PROPERTY 
DEPOSITS 

TOTAL LONG-TERM ASSETS 

TOTAL ASSETS 

202.486.457 
2,987,025 

._ 
21,464,829 
40,840,941 
8,434,198 

111.8271 _ _  
- -  

5,769,120 
5,501.073 

11,106.848 

223,433 
11,734,677l 

26.501 
8,277,474 

400,109 
6.553.930 
1,668,979 

(31,2431 
(43,5351 
5,351 
(1001 

(31.673) 
1286) 

12.841) 
(13.893) 

2,480.405 
1,279,007 
1,611,156 

10,000,000 
300,000 

l4.021.8271 
701,119 

3,314,819 
-. _ _  

_ _  
576,836 

8,603,113 
1,053,326 

36,696 

PVGC _ _ _ _  SHI SCM - _ -  - ~ .  

10,637,107 

355.487 

5,538,637 
2,901,095 

1.127 _ _  
4,021,827 

45,773 
257,173 

841,862 

8.630 

104,245 

153,175 



LONG-TERM ASSETS 
DEVELOPMENT PROJECTS 

HIDDEN HILLS 174,208 
RANCHO VIEJO 737.843 
PALM VALLEY 5,286,144 
LITCHPIELD GREENS 
K A B m  Jv 
SCOTTSDALE MTN 
MARKETPLACE - CENTERPOINT 504,883 
TATUM RANCH 
TALAVX 32,623 
RESTOFATION PLACE - TOWNE CNTR 
WIGWAM OUTLET STORES 18,241,943 
GOLDEN HERITAGE LRND 

EQUITY IN TEMPE MKTPL JV 
EQUITY IN CTRPT ASSOC-JV 
INVESTMENT IN BILTMORE ESTATES 
INVEST IN PV APARTMENTS 
INVESTMENT IN SUNRIDGE CANYON 
INVESTMENT IN S E W N A  GOLF 
INVESTMENT IN PLUMCOR OFFICE JV 

INVEST IN KABUTO JV V 5,769,120 
INVESTMENT IN WIGWAM OUTLET S 5,501,073 
INVEST IN SCUM'S MTN LTD PART N 11,106,848 
INVEST IN SUNCOR HOMES: 

H 223,493 SUNCOR HOMES EARNINGS 
GOLDEN HERITAGE EARNINGS H 1,794,677 

12,574,976 
V 2,956,571 
N 83,503 

S 451.398 S 1,559,870 

EQUITY INVESTMENTS: 

CONSOLIDATED ELIMINATING ENTITIES: 

K a.277.474 
INVEST IN GOLDEN HERITAGE HOMES 
INVESTMENT IN LPSCO 
INVESTMENT IN SASI P 400.109 
INVESTMENT IN PALM VALLEY GOLF Q 6,553.930 

Y 1,668,979 INVESTMENT IN OUTER LIMITS 
INVESTMENT IN FIDDLESTICKS Y 31,249 
INVESTMENT IN FUNTASTICKS Y 43,535 
INVESTMENT IN C O W  OPS Y 5,351 
INVESTMENT IN PV PAVILIONS Y 100 
INVESTMENT IN PV CROSSING Y 31,673 
INVESTMENT IN AUTOPLEX Y 286 
INVESTMENT IN TALAVI Y 2,841 
INVESTMENT IN RANCHO VIEJO BB 13,893 

COMMERCIAL PROPERTIES 10,733,633 
LONG-TERU NOTES RECEIVABLE T 1,611,156 

T 10.000.000 SDC PHASE I LAND NOTE TO WWOS 
L 300.000 SDC PAYOFF OF WWOS RLC 

SDC LOAN TO LPSCO R 4,021,827 R 4,021,827 
PALM VALLEY GOLF INTERCOMPANY 
BUILDING, EQUIPMENT AM) OTHER (NET) 
DEFERRED ASSETS 523,145 72,193 
WATER, SEWER UTILITI PROP (NET) 
CONTRIBUTED PROPERTY 
DEPOSITS 

3 0 
_ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - ~ - - - - - - - - - - ~ - - - - - - - - - - - - - - -  

18,765,088 - -  12,574,976 16,629,476 174,208 737,843 6.391.479 60.039.304 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  TOTAL LONG-TERM ASSETS 

TOTAL ASSETS 



C NSOLIL ACCOUNT DESCRIPTION - - - - - - - - - - - - - - - - - - -  

LONG-TERM ASSETS 

HIDDEN HILLS 
RANCHO VIEJO 
PALM VALLEY 
LITCHFIELD GREENS 
KABUTO JV 
SCOTTSDALE MTN 

TATUM RANCH 
TALAVI 
RESTORATION PLACE - TOWNE CNTR 
WIGWAM OUTLET STORES 
GOLDEN HERITAGE LAND 

EQUITY IN TEMPE MKTPL JV 
EQUITY IN CTRPT ASSOC-JV 
INVESTMENT IN BILTMORE ESTATES 
INVEST IN PV APARTMENTS 
INVESTMENT IN SUNRIDGE CANYON 
INVESTMENT IN SEDONA GOLF 
INVESTMENT IN PLUMCOR OFFICE JV 

INVEST IN KABUTO JV 
INVESTMENT IN WIGWAM OUTLET 
INVEST IN SCOTTS MTN LTD PART 
INVEST IN SUNCOR HOMES: 
SUNCOR HOMES EARNINGS 
GOLDEN HERITAGE EARNINGS 

DEVELOPMENT PROJECTS 

MARKETPLACE - CENTERPOINT 

EQUITY INVESTMENTS: 

CONSOLIDATED ELIMINATING ENTITIES: 

INVEST IN GOLDEN HERITAGE HOMES 
INVESTMENT IN LPSCO 
INVESTMENT IN SASI 
INVESTMENT IN PALM VALLEY GOLF 
INVESTMENT IN OUTER LIMITS 
INVESTMENT IN FIDDLESTICKS 
INVESTMENT IN FUNTASTICKS 
INVESTMENT IN COMM OPS 
INVESTMENT IN PV PAVILIONS 
INVESTMENT IN PV CROSSING 
INVESTMENT IN AUTOPLEX 
INVESTMENT IN TALAVI 
INVESTMENT IN RANCHO VIEJO 

COMMERCIAL PROPERTIES 
LONG-TERM NOTES RECEIVABLE 
SDC PHASE I LAND NOTE TO WWOS 
SDC PAYOFF OF WWOS RLC 
SDC LOAN TO LPSCO 

PALM VALLEY GOLF INTERCOMPANY 
BUILDING, EQUIPMENT AND OTHER (NET) 
DEFERRED ASSETS 
WATER, SEWER UTILITY PROP (NET) 
CONTRIBUTED PROPERTY 
DEPOSITS 

TOTAL LONG-TERM ASSETS 

TOTAL ASSETS 

174,208 
737,843 

207,772,601 
2,987,601 
9,618,405 

10,553,604 
21,969,712 
40,840,941 
8,526,941 

17,133,471 
955,487 

4,657,017 
23,216,298 

464,583 
817,002 

11,201,128 
6,116,340 
2,569,397 

(11,827) 

- -  
18,812,675 
4,130,103 - -  

- -  
1,730,822 
4,744,166 
8,609,113 
1,059,926 

161,805 

409,575,168 
- - - - - - - - - - - - - 
- - _ - - - - - - - - - -  



9 

ACCOUNT DESCRIPTION - - - - - - - - - _ _ _ _ _ _ _ _ _ _  SHI _ - _  SCM - _ -  
LIABILITIES: 

CURRENT LIABILITIES 
A/P h RETENTION $ 1,054,550 $ 389,898 $ 40,744 $ 111,922 $ 40,654 $ 138,251 $ 582,108 

INTERCOMPANY ACCOUNTS: 
ACCRUED LIABILITIES 1,806,502 34,416 155,843 336,426 54,334 33,559 

LPSCO - SDC 117,889 
SMLP - SDC 
PVGC 
SCM-SDC INTERCOMPANY (4,204,105) 
SHI-SDC INTERCOMPANY 129,234,240 
SCM EARNINGS (395,624) 
WWOS -- 
KABLPII) JV 
OUTER LIMITS - SDC 
COMMERCIAL OPERATIONS 
FIDDLESTICKS 
FUNTASTICKS 
HIDDEN HILLS 
RANCHO VIEJO 

INTEREST PAYABLE 
S/T NOTES PAYABLE OTHER 

TATUM RANCH MONK NOTE 
SMLP 
GOLDEN HERITAGE (PEW1 
TEXTRON LOAN 

DEFERRED PROFIT 
PWCC INTERCO PAYABLE 
CUSTOMER DEPOSITS 
ACCRUED TAXES 

GENERAL 

18,333 

25,158 

325,581 

78,027 _ _  
1,237,716 

337,995 
117.067 

18,714 

17,307 135,646 

936.893 

387,692 

1,314,797 653,446 

LONG-TERM LIABILITIES 
LONG-TERM NOTES PAYABLE 

TATUM RANCH MONK NOTE 156.053 
WWOS OWES SCD PH I LAND NOTE 
WWOS RLC PAYOFF BY SDC 
CORPORATE TERM NOTE 45,000,000 
CORPORATE RLC 42,431,700 
LPSCO OWES SDC 300,000 
GOLDEN HERITAGE (PEW) 
TEXTRON LOAN 

OTHER ACCRUED LIABILITIES 2,754,358 
DEFERRED TAXES 238,404 
LONG-TERM ADVANCE-IN-AID - -  
LONG-TERM METER DEPOSITS 405.425 
CONTRIB PROPERTY AIA 1,059.925 

3,044,250 
3,481,183 

_ _  3,481,183 3,044,250 TOTAL L/T LIABILITIES 90,342.111 2,003,754 - -  - -  
________________________________________- - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -~ - -  

TOTAL LIABILITIES 30,699,820 2,564,671 196,587 1,731,266 3,576,171 4.573.322 1.371.200 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
MINORITY INTEREST 

EQUITY: 



SDC COMMON STOCK 1.022.000 
SDC ADDITIONAL PAID IN CAPITAL 443,368.522 
SDC EARNED SURPLUS-BEGINNING (125,646,6091 
SDC EARNED SURPLUS-CURRENT 4,153,783 
SUBSIDIARY EARNINGS-CURRENT 19,237 
SUBSIDIARY EQUITY: 

LPSCO 8,111,457 
SASI 
SMLP 
PVGC 
SCM 
SHOMES 
WWOS 
GOLDEN HERITAGE 
KABUTO JV 
OUTER LIMITS 

4.468 7,168,410 

395,469 
9,137.773 

PVGC _ _ _ _  SHI - _ _  SCM _ _ -  

100.993 11,359,9131 16,338 



ACCOUNT DESCRIPTION - - _ _ _ - _ _ - _ - - - - - - - - -  
, LIABILITIES: 

HIDDEN RANCHO - - - - - -  
WWOS OH HOMES 1(ABUTO JV COWERCIAL HILLS VIEJO REF _ - - -  - _ _ _ _ _ _ _  _ _ _ _ _ _ _ _ _  _ _ _ _ _ _ _ _ _  _ _ _ _ _  _ - - - - -  - - -  

CURRENT LIABILITIES - -  A/P & RETENTION s 
ACCRUED LIABILITIES 529,388 
INTERCOMPANY ACCOUNTS : 

LPSCO - SDC 
SMLP - SDC 
PVGC 
SCM-SDC INTERCOMPANY 
SHI-SDC INTERCOMPANY 129,234,240 
SCM EARNINGS 
WWOS 18,733 
KABWO JV 
OUTER LIMITS - SDC 
COMMERCIAL OPERATIONS - GENERAL 
FIDDLESTICKS 
PUNTASTICKS 
HIDDEN HILLS 
RANCHO VIEJG 

INTEREST PAYABLE 12,611 
S/T NOTES PAYABLE OTHER 
TATUH RANCH MONK NOTE 
SMr 0 

S 1.204.911 
15,000 63,963 

(58,140) 
5,051,459 
3,685,231 
4,590,012 

174.208 
756,136 

M 85,521 
0 18,333 

D 4,204,105 

I 395,624 
G 25,158 

u 18,733 - -  
X 5,051.459 
X 3,685,231 
X 4,590,012 
Z 174,208 

AA 156,736 

FGT 225,564 

X 58,140 

. * *  1,420,000 
61,892 

J 1,015,411 

_ _ _ _ _ _ _ _ _ _ _  _ _ _ _ _ _ _  _ _ _ _ _ _ _ _ _ _ _  _ _ _ _ _ _ _ _ _ _ -  - _ - - - - - -  - - - - - - - -  ACCRUED TAXES 

TOTAL CURRENT LIABILITIES 620,132 _ -  15.000 14.537.436 174.208 756.736 _ _ _ _ _ _ _ _ _ _ _  ___.___ _ _ _ _ _ _ _ _ - - _  _ _ _ _ _ _ _ _ _ _ _  _ - - _ - - - -  - - - - - - - -  
LONG-TERM LIABILITIES 

LONG-TERM NOTES PAYABLE 
TATUH RANCH MONK NOTE 
WWOS OWES SCO PH I LANLI NOTE 1.611.156 
WWOS RLC PAYOFF BY SDC 10,000,000 
CORPORATE TERM NOTE 
CORPORATE RLC 
LPSCO OWES SDC 
GOLDEN HERITAGE (PEW) 

137,107 

T 1,611,156 
T 10,000,000 

L 300,000 
* *  1.42o.000 
* 61,892 

146,780 

CONTRIB PROPERTY AIA 

TOTAL L/T LIABILITIES 

TOTAL LIABILITIES 

MINORITY INTEREST 
EQUITY: 



SDC COMMON SUCK 
SDC A0DIT:ONAL PAID ?N CA?ITAL 
SDC EARNED SURPLUS-BEGINNING 
SDC EARNED SURPLUS-CURRENT 
SU3S:DIARY EARN:NGS-CURRS"T 
SUBSIDZMY EQUITY: 

LPSCO 
SASI 
SMLP 
PVGC 
SCM 
SHOMES 
wwos 
GOLDEN HERITAGE 
KABUTO JV 
OUTER LIMITS 

_ _  1,101,590) 1257,8691 

7,711,135 

12,560,226 
1,822,515 

(13.893lIKNPQ 7,309,446 HSYlBB)2,733,265 

K 8,111,457 
P 395.469 
N 9,137,773 
Q 6,452.937 
I 379.286 

H 211,271 
S 7,711,135 

V 12,560,226 
Y 1,822,515 



ACCOUNT DESCRIPTION CONSOLIDATED 

a 

LIABILITIES: 

CURRENT LIABILITIES 
A/P & RETENTION 
ACCRUED LIABILITIES 
INTERCOMPANY ACCOUNTS: 

LPSCO - SDC 
SMLP - SDC 
PVGC 
SCM-SDC INTERCOMPANY 
SHI-SDC INTERCOMPANY 129,234,240 
SCM EARNINGS 
WWOS 
KABUTO JV 
OUTER LIMITS - SDC 
COMMERCIAL OPERATIONS - GENERAL 
FIDDLESTICKS 
FUNTASTICKS 
HIDDEN HILLS 
RANCHO VIEJO 

INTEREST PAYABLE 
S/T NOTES PAYABLE OTHER 
TATUM RANCH MONK NOTE 
SMLP 
GOLDEN HERITAGE (PEW) 
TEXTRON LOAN 

DEFERRED PROFIT 
PWCC INTERCO PAYABLE 
CUSTOMER DEPOSITS 
ACCRUED TAXES 

$ 3,563,038 
3,029,431 

325,581 

78,027 
936,893 

1,420,000 
61,892 

549,991 

2,085,310 
18,714 

3 3 7 ,.995 

- - - - - - - - - - - - - 
TOTAL CURRENT LIABILITIES 12,439,240 - - - - - - _ - - - - - -  

LONG-TERM LIABILITIES 
LONG-TERM NOTES PAYABLE 
TATUM RANCH MONK NOTE 
WWOS OWES SCD PH I LAND NOTE 
WWOS RLC PAYOFF BY SDC 
CORPORATE TERM NOTE 
CORPORATE RLC 
LPSCO OWES SDC 
GOLDEN HERITAGE (PEW) 
TEXTRON LOAN 

OTHER ACCRUED LIABILITIES 
DEFERRED TAXES 
LONG-TERM ADVANCE-IN-AID 
LONG-TERM METER DEPOSITS 
CONTRIB PROPERTY AIA 

- - - - - - - - - - - - -  
TOTAL L/T LIABILITIES .97,079,733 - - - _ - - - - - - - - -  
TOTAL LIABILITIES 109,518,973 - - - - - - - - - - - - -  

MINORITY INTEREST 
EQUITY : 

8,950,367 

- -  
156,053 - -  

- -  
45,000,000 
42,431,700 

1,624,250 
3,419,291 
2,891,465 

91,624 

405,425 
1,059,925 

- -  

_ _  



SDC COMMON STOCK 
SDC ADDITIONAL PAID IN CAPITAL 
SDC EARNED SURPLUS-BEGINNING 
SDC EARNED SURPLUS-CURRENT 
SUBSIDIARY EARNINGS-CURRENT 
SUBSIDIARY EQUITY: 

LPSCO 
SAS I 
SMLP 
PVGC 
SCM 
SHOMES 
wwos 
GOLDEN HERITAGE 
KABUTO JV 
OUTER LIMITS 

TOTAL EQUITY 

TOTAL LIABILITIES AND EQUITY 

1 , 0 2 2 , 0 0 0  
4 4 3 , 3 6 8 , 5 2 2  

( 1 2 5 , 6 4 6 , 6 0 9 )  
4 , 1 5 3 , 7 8 3  



SUNCOR DEVELOPMENT COMPANY 
CONSOLIDATING INCOME STATEMENT 
FOR THE YEAR ENDING DECEMBER 31, 1996 

REVENUES : 
SALE OF ASSETS 
DEFERRED PROFIT 
LAND SALES 
HOME SALES 
COMMERCIAL PROPERTIES 
UTILITY SALES 
MANAGEMENT FEES 

TOTAL OPERATING REVENUES 

OPERATING EXPENSES 
COST OF ASSETS SOLD 
COST OF LAND SOLD 
COST OF HOMES SOLD 
LAND PROJECT COSTS 
COMMERCIAL PROPERTIES 
GENERAL & ADMINISTRATIVE 
UTILITY EXPENSE 
RESORT OPERATIONS 
DEPRECIATION & AMORTIZATION 

TOTAL OPERATING EXPENSES 

NET OPERATING INCOME 

OTHER INCOME AND GAINS: 
EQUITY IN JOINT VENTURES 
INTEREST INCOME 

TOTAL OTHER INCOME AND GAINS 

INTEREST EXPENSE 
INTEREST EXPENSE 
LESS: CAPITALIZED INTEREST 

TOTAL INTEREST EXPENSE 

NET INCOME BEFORE MINORITY INTEREST 
MINORITY INTEREST 

NET INCOME/(LOSS) 

49,726 
23,696,669 
(1,685,689) 
2,148,254 
3,588,341 
8,273,501 

69,436 
668,010 

36,808,248 

- -  

_ _ _ _ - - _ - - - _ - - - - - -  
_ - _ _ - - - _ - - - - - - - - -  

(697,545) 



ACCOUNT DESCRIPTION . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

REVENUES : 
SALE OF ASSETS 
DEFERRED PROFIT 
LAND SALES 
HOME SALES 
COMMERCIAL PROPERTIES 
UTILITY SALES 
MANAGEMENT FEES 

TOTAL OPERATING REVENUES 

OPERATING EXPENSES 
COST OF ASSETS SOLD 
COST OF LAND SOLD 
COST OF HOMES SOLD 
LAND PROJECT COSTS 
COMMERCIAL PROPERTIES 
GENERAL & ADMINISTRATIVE 
UTILITY EXPENSE 
RESORT OPERATIONS 
DEPRECIATION & AMORTIZATION 

TOTAL OPERATING EXPENSES 

NET OPERATING INCOME 

OTHER INCOME AND GAINS: 
EQUITY IN JOINT VENTURES 
INTEREST INCOME 

TOTAL OTHER INCOME AND GAINS 

INTEREST EXPENSE 
INTEREST EXPENSE 
LESS: CAPITALIZED INTEREST 

TOTAL INTEREST EXPENSE 

NET INCOME BEFORE MINORITY INTEREST 
MINORITY INTEREST 

NET INCOME/(LOSS) 



ACCOUNT DESCRIPTION 
___________________----------------------.------ 

RANCHO 
wwos VIEJO 

_ _ _ - - _ _ _ _ _ _ _ _ _ _ _ _ _  _ _ _ _ _ _ - . . _ _ _ _ _ - - - - -  

ELIMINATING 
ENTRIES _ _ - - - - - - - - - _ _ _ _ _ _  

”..” 

REVENUES : 
SALE OF ASSETS 
DEFERRED PROFIT 
LAND SALES 
HOME SALES 
COMMERCIAL PROPERTIES 
UTILITY SALES 
MANAGEMENT FEES 

TOTAL OPERATING REVENUES 

OPERATING EXPENSES 
COST OF ASSETS SOLD 
COST OF LAND SOLD 
COST OF HOMES SOLD 
LAND PROJECT COSTS 
COMMERCIAL PROPERTIES 
GENERAL & ADMINISTRATIVE 
UTILITY EXPENSE 
RESORT OPERATIONS 
DEPRECIATION h AMORTIZATION 

TOTAL OPERATING EXPENSES 

NET OPERATING INCOME 

OTHER INCOME AND GAINS: 
EQUITY IN JOINT VENTURES 
INTEREST INCOME 

TOTAL OTHER INCOME AND GAINS 

INTEREST EXPENSE 
INTEREST EXPENSE 
LESS: CAPITALIZED INTEREST 

TOTAL INTEREST EXPENSE 

NET INCOME BEFORE MINORITY 
MINORITY INTEREST 

NET INCOME/(LOSS) 

INTEREST 



CONSOLIDATED 
ACCOUNT DESCRIPTION INCOME . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  _ _ _ _ _ _ _ _ _ _ _ _ - - - - - -  

REVENUES : 
SALE OF ASSETS 
DEFERRED PROFIT 
LAND SALES 
HOME SALES 
COMMERCIAL PROPERTIES 
UTILITY SALES 
MANAGEMENT FEES 

TOTAL OPERATING REVENUES 

OPERATING EXPENSES 
COST OF ASSETS SOLD 
COST OF LAND SOLD 
COST OF HOMES SOLD 
LAND PROJECT COSTS 
COMMERCIAL PROPERTIES 
GENERAL & ADMINISTRATIVE 
UTILITY EXPENSE 
RESORT OPERATIONS 
DEPRECIATION & AMORTIZATION 

TOTAL OPERATING EXPENSES 

NET OPERATING INCOME 

OTHER INCOME AND GAINS: 
EQUITY IN JOINT VENTURES 
INTEREST INCOME 

TOTAL OTHER INCOME AND GAINS 

INTEREST EXPENSE 
INTEREST EXPENSE 
LESS: CAPITALIZED INTEREST 

TOTAL INTEREST EXPENSE 

NET INCOME BEFORE MINORITY INTEREST 
MINORITY INTEREST 

NET INCOME/(LOSS) 

5 30,633 
172.275) 

43.440;479 
45,860,575 
8,803.015 
1,448,257 
1,329,474 

100,848,158 
_ _ _ _ _ _ _ _ _ - _ - - - - - - -  
_ _ _ _ - _ - - - - - - - - - - - -  

49,726 
29,287,466 
40,622,964 
2,495,138 
6,423,841 

13,563,521 
1,135,901 

69,436 
2,081,347 

95,729,340 

5,118,818 

_._.________--_--- 

.______________-_- 

___._____________- 

A. HOME SALES 18,566,949 
COST OF HOME SALES 
COST OF HOME SALES (SCM MARGIN) 

ELIMINATE INTERCOMPANY SALES AND PROFITS BETWEEN SCM AND SUNCOR HOMES 

EXHIBIT A PAGE 9 of 12 

18,136,772 
430,177 

e 



SUNCOR DEVELOPMENT COMPANY 
CONSOLIDATING BALANCE SHEET 
DECEMBER 1996 ELIMINATING ENTRIES 

DEBIT CREDIT 

LPSCO EQUITY 8,111,457 
19,237 

146,780 
8,277,474 

EARNED SURPLUS - CURRENT 

DEFERRED TAXES 
INVESTMENT IN LPSCO 

ELIMINATE SDC INVESTMENT IN LPSCO 

LONG-TERM NOTES PAYABLE 
LONG-TERM NOTES RECEIVABLE 

ELIMINATE LPSCO INTERCOMPANY NOTE WITH SDC 

300,000 
300,000 

85,521 
85,521 ACCOUNTS PAYABLE 

ACCOUNTS RECEIVABLE 

ELIMINATE LPSCO INTERCOMPANY A/R WITH SDC 

SMLP EQUITY 
EARNED SURPLUS - CURRENT 

MINORITY INTEREST - PRIOR YEAR 
MINORITY INTEREST - CURRENT YEAR 

9,137,773 
7,168,410 

2,606,888 
2,508,944 

83,503 
11,106,848 

SMLP LAND 
INVESTMENT IN SMLP 

ELIMINATE SDC INVESTMENT IN SMLP 

18,333 ACCOUNTS PAYABLE 
ACCOUNTS RECEIVABLE 

ELIMINATE SMLP INTERCOMPANY A/R WITH SDC 

18,333 

395,469 
4,468 

172 
400,109 

SASI EQUITY 
EARNED SURPLUS - CURRENT 
ACCOUNTS PAYABLE 

INVESTMENT IN SASI 

ELIMINATE SDC INVESTMENT IN SASI 

100,993 
6,452.937 

6,553,930 

EARNED SURPLUS - CURRENT 
PALM VALLEY EQUITY 

INVESTMENT IN PV GOLF CLUB 

ELIMINATE SDC INVESTMENT IN PALM VALLEY GOLF 

4,021,827 
4,021,827 

ACCOUNTS PAYABLE 
ACCOUNTS RECEIVABLE 

ELIMINATE PVGC INTERCOMPANY A/R WITH SDC 

S WWOS EQUITY 
1994 CAPITALIZED INTEREST 
DEVELOPMENT FEES 

EARNED SURPLUS - CURRENT 
INVESTMENT IN WWOS 
BASIS DIFFERENTIAL IN LAND PH1 
BASIS DIFFERENTIAL IN BLDG 
BASIS DIFFERENTIAL IN LAND PH2 

7,711,135 
344,558 
106,840 

I, 101,590 
5,501,073 

854.972 
156.750 
548,148 

ELIMINATE SDC INVESTMENT IN WIGWAM OUTLET STORES 

INTEREST PAYABLE 72,611 T 



INTEREST RECEIVABLE 

NOTES PAYABLE 
NOTES RECEIVABLE 

1,611,156 

NOTES PAYABLE 10,000,000 
NOTES RECEIVABLE 

ELIMINATE WWOS INTERCOMPANY NOTES AND INTEREST WITH SDC 

U ACCOUNTS PAYABLE 
ACCOUNTS RECEIVABLE 

18,733 

ELIMINATE WWOS INTERCOMPANY A/R WITH SDC 

V KABUTO JV EQUITY 12,560,226 
MINORITY INTEREST 
INVESTMENT IN KABUTO JV 
KABUTO JV LAND 

ELIMINATE SDC INVESTMENT IN KABUTO JV 

W ACCOUNTS PAYABLE 
ACCOUNTS RECEIVABLE 

ELIMINATE KABUTO JV INTERCOMPANY A/R WITH SDC 

X COMMERCIAL OPERATIONS - GENERAL A/P 5,051,459 

3,685,231 
COMMERCIAL OPERATIONS - FUNTASTICKS A/P 4,590,012 

SUNCOR COMMERCIAL OPS - GENERAL A/R 
SUNCOR COMMERCIAL OPS - OUTER LIMITS A/R 58,140 

SUNCOR COMMERCIAL OPS - FUNTASTICKS A/R 

COMMERCIAL OPERATIONS - OUTER LIMITS A/P 
COMMERCIAL OPERATIONS - FIDDLESTICKS A/P 

SUNCOR COMMERCIAL OPS - FIDDLESTICKS A/R 

ELIMINATE COMMERCIAL OPERATIONS INTERCOMPANY A/R WITH SDC 

Y COMMERCIAL OPERATIONS EQUITY 1,822,515 

EARNED SURPLUS - CURRENT 
INVESTMENT IN OUTER LIMITS 
INVESTMENT IN FIDDLESTICKS 
INVESTMENT IN FUNTASTICKS 
INVESTMENT IN PV PAVILLIONS 
INVESTMENT IN PV CROSSING 
INVESTMENT IN COMM OPS 
INVESTMENT IN AUTOPLEX 
INVESTMENT IN TALAVI 

ELIMINATE SDC INVESTMENT IN COMMERCIAL OPERATIONS 

Z ACCOUNTS PAYABLE 
ACCOUNTS RECEIVABLE 

ELIMINATE HIDDEN HILLS INTERCOMPANY A/R WITH SDC 

AA ACCOUNTS PAYABLE 
ACCOUNTS RECEIVABLE 

ELIMINATE RANCO VIEJO INTERCOMPANY A/R WITH SDC 

BB INVESTMENT IN RANCHO VIEJO 
EARNED SURPLUS - CURRENT 

ELIMINATE SDC INVESTMENT IN RANCHO VIEJO JV 

31,249 
43,535 

100 
31,673 

286 
2,841 

72,611 

1,611,156 

10,000,000 

18,733 

3,834,535 
5,769,120 
2,956,571 

58,140 

5,051,459 

3,685,231 
4,590,012 

257,869 
1,668,979 

5,351 

174,208 
174,208 

756,736 
756.736 

13,893 

84,636,621 

13,893 

84,636,621 



SUNCOR DEVELOPMENT COMPANY 
CONSOLIDATING BALANCE SHEET 
DECEMBER 1996 ELIMINATING ENTRIES 

SHI - 12201 a SHI A/P TO SCM 
SCM-12201 b SCM A/R FROM SHI 

SCM-12901 c SCM INTERCO A/P TO SHI - GHH 
SHI - 12901 d SHI INTERCO A/R FROM SCM - GHH 

SHI - 12902 
S M - 1 2 9 0 2  

e 
f 

SHI INTERCO A/P TO SCM - GENTRY 
SCM INTERCO A/R FROM SHI - GENTRY 

TO ELIMINATE INTERCO RECEIVABLES/PAYABLES 
BETWEEN HOMEBUILDING COMPANIES 

SCM-12903 g SCM INTERCO A/P TO SDC - GENTRY 
SHI - 265 
CUT - 17qn7 i SHI INTERCO A/R FROM SDC - GENTRY h SHI INTERCO NOTE TO SDC - ACQUISITION _.._ - - - - -  - 
1000-206575 j SDC A/R FROM SCM 
1000-107230 k SDC A/R FROM S HOMES 

S C M - 2 6 7  1 GOLDEN HERITAGE CASH ADVANCES FROM SDC 
1000-107260 m SDC CASH ADVANCES TO GOLDEN HERITAGE 

SCM-267 n SCM INTERCO NOTE TO SDC - GH INTEREST 
SCM- 268 SCM INTERCO NOTE TO SDC - SH INTEREST 
1000-107255 p SDC INTERCO INTEREST A/R FROM HOMEBUILDING 

0 

SHI - 129 q SHI INTERCO PAYABLE TO SDC 
SHI - 234 r SHI INTERCO PAYROLL PAYABLE TO SDC 
SHI - 240 9 SHI INTERCO PAYROLL PAYABLE TO SDC 
SHI - 275 t SHI INTERCO INTEREST PAYABLE TO SDC 
1000-107250 U SDC A/R FROM GOLDEN HERITAGE 

TO ELIMINATE INTERCO RECEIVABLESfPAYABLES 
BETWEEN HOMEBUILDING COMPANIES AND SDC 

1000-176135 V SDC INVESTMENT IN SHI - GOLDEN HERITAGE 
1000-176132 w SDC INVESTMENT IN SHI - SUNCOR HOMES 
SHI - P&L X SHI CURRENT YEAR LOSS 
SHI - B/S y SHI ACCUMULATED LOSSES 

TO ELIMINATE INVESTMENT IN SHI ON SDC BOOKS 

sa-P&L z SCM CURRENT YEAR INCOME 
SCM aa SCM ACCUMULATED INCOME 
1000-206576 bb SDC INVESTMENT IN SCM 

TO ELIMINATE INVESTMENT IN SCM ON SDC BOOKS 

1000-235990 CC DEFERRED INTERCO PROFIT 
HOME INVENTORY 

TO ELIMINATE BALANCE SHEET GROSS UP ON INTERCO 
LOT SALES BETWEEN SDC AND HOMEBUILDING 

TOTALS 

Credit Debit _ _ _ _ _ _ _ _ _ _ _  - _ - - - - - - - - -  

(A) 
2,459,254 

2,459,254 

(D) 

4,144,605 
4,144,605 

2,379,358 
2,379,358 

4,663,344 
1,432,265 

1,766,003 
4,204,106 

125,501 

11,692,358 
11,692,358 

2,825 
8,733 

13,600 
17,307 

42,465 

1,794,677 
223,493 

1.359.913 
211,271 

16,339 
379.286 

395,624 

1,075,417 
1,075,417 

30,215,014 30,215,014 



EXHIBIT B Financial Data Schedule 

The Claimant submits the following consolidated financial information: 

1. Total Assets: $6,989,289,000 

2. Total Operating Revenues: $1,817,760,000 

3. Net Income: $181,180,000 
14 
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EXHIBIT D 

Map of the state of Arizona showing the following: 

APS Service Area; 

Major APS Power Plants, including joint ownership; 

Principal APS Transmission Lines; and 1 

Transmission Lines Operated for Others. 





Fax 202-67-7176 

Mary Ann K. HunthgtOfI 
202.467-7522 

August 19, 1999 

Mr. David P. Boergers 
Secretary 
Federal Energy Regulatory Commission 
888 First Street, N.E. 
Washington, D.C. 20426 

C O U N S E L O R S  A T  L A W  

Re: APS Energy Services Company, Inc., Docket No. ER!J9---000 

Dear Mr. Boergers: 

On behalf of APS Energy Services Company, Inc., please find enclosed an original and 14 
copies an Application for an Order Approving Market Based Rates. 

If  you have any questions, please feel &ee to call me at 202-467-7622. 

Mary Ann K. Huntington 

Attorney for 
APS Energy Services Company, Inc. 

Enclosure 
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UNITED STATES OF AMERICA 
BEFORE THE 

FEDERAL ENERGY REGULATORY COMMISSION 

A P S  Energy Services Company, Inc. 1 Docket No. ER!l9-- -000 

APPLICATION OF APS ENERGY SERVICES COMPANY, INC. 
FOR ORDER APPROVING MARKET-BASED RATES 

Pursuant to Section 205 of the Federal Power Act, 16 U.S.C. 5 8244, and Rule 205 of the 

Rules of Practice and Procedure of the Federal Energy Regulatory Commission (“FERC” or the 

“Commission”), 18 C.F.R. 5 385.205 (1998), APS Energy Services Company, Inc. (“APSES”) 

hereby submits for filing this Application for authorization to engage in wholesale power sales at 

market-determined prices. APSES requests that the Commission take the following actions: (1) 

accept its Market-Based Rate Tariff (the “Market Rate Tariff”) for wholesale sales of energy ‘and 

capacity, including ancillary services within the California Independent System Operator 

(“ISO”); (2) approve the code of conduct governing APSES’ relationship with its public utility 

affiliate, Arizona Public Service Company (“APS”)); and (3) grant waivers of certain of the 

Commission’s regulations and blanket authorizations of other actions under the Commission’s 

regulations. Pursuant to Section 35.3(a) of the Commission’s regulations, APSES also requests 

an effective date of 60 days &er this filing, or the date on which the Commission issues an order 

approving APSES’ applieation for market-based rates, whichever is earlier. 

I. DESCRIPTION OF APSES 

APSES is an Arizona corporation formed in 1998, whose principal place of business is 

located at 400 East Van Buren Street, Phoenix, Arizona. APSES does not own or control electric 



power genmtion,-transm.ission, or distribution facilities. APSES was formed to provide 

unregulated energy and related energy senices to customers throughout Arizona, California, and 

other states that have instituted retail direct access, APSES seeks authorization to engage in 

wholesale power marketing activities at negotiated market-based rates under the proposed 

Market Rate Tariff. 

APSES is a subsidiary of Pinnacle West Capital Corporation which also owns APS. 

APSES, therefore, is an affiliate of APS, a public service corporation organized under the laws of 

the State of Arizona, which is engaged in the business of generating, transmitting, distributing, 

and selling electricity in all or part of eleven of Arizona's fifteen counties. APS is authorized to 

sell wholesale power and energy at market-based rates. ,79 FERC 1 

6 1,022 ( 1997). In its order granting market-based rate authority to APS, the Commission found 

that APS does not possess market power. 79 FERC at 61,098-99. * APSES has no other utility affiliates. 5 

11. COMMUNICATIONS 

APSES respectfully requests that service of pleadings and deliveries of communications 

and correspondence concerning this matter be directed to the following: 

Vicki G. Sandler, Vice President 
APS Energy Services Company, Inc. 
400 East Van Buren Street 
Mail Station 8 103 
Phoenix, Arizona 85004 
Phone: (602) 744-5045 

Mary Ann K. Huntington 
Morgan, Lewis & Bockius LLP 
1800 M Street, N.W. 
Washington, D.C. 20036 
Tel: (202) 467-7622 

Barbara Muller Champion, Senior Attorney 
Arizona Public Sexvice Company 
P.O. Box 53999 
Mail Station 9820 
Phoenix, Arizona 85004 
Phone: (602) 250-3547 

a 2 



Appiicants request that the above-listed individuals be placed on the official service list 

compiled for this proceeding. 

111. LIST OF MATERIALS SUBMITTED WITH THIS FILING 

This filing contains the following materials: 

1. Exhibit A - APSES’ Market-Rate Tariff, including a form of service 
agreement; 

2. Exhibit B - APSES’ Code of Conduct governing its relationship with APS; 

3. ExhibitC - Notice of Filing suitable for publication in the Federal 
Register, with an electronic version on diskette. 

IV. REQUEST FOR MARKET-BASED RATE APPROVAL FOR APSES 

The Commission traditionally has permitted an entity -- whether a public utility, an 

independent power producer, or a power marketer -- to engage in wholesale sales of power and 

energy at market-based rates if the entity can demonstrate that neither it nor any of its affiliates 

have market power in relevant markets for generation service and transmission sexvice (or have 

adequately mitigated such market power) and that neither can erect barriers to entry. See., 

q, 68 FERC 761,223, at 62,060 (1994) (“Beartland”). In 

evaluating requests for market-based rates, the Commission also considers whether there is any 

evidence of, or potential for, affiliate abuse or reciprocal dealing between the applicant and its 

affiliates. Id As demonstrated in this application and its supporting materials, APSES satisfies 

the Commission’s criteria and should be granted authority to engage in wholesale power sales 

transactions at market-based rates, including sales of ancillary services into the California ISO. 

In addition to governing the market-based sales of power and energy, the Market Rate 

Tariff will pennit APSES to reassign transmission capacity, transmission rights, and associated 

ancillary services acquired for its own use under open access transmission tariffs. The Market 

3 



Rate Tariff permits APSES to resell such capacity and rights at a price not higher than the 

highest of (1) the price APSES originally paid for the service, (2) the transmission provider’s 

maximum rate for the service on file at the time of the resale, or (3) APSES’ own opportunity 

costs capped at the applicable transmission provider’s cost of expansion at the time of the sale to 

the eligible customer.u The resold service will be provided in accordance with the terms and 

conditions of service of the original transmission provider’s applicable open access transmission 

tariff. APSES’ proposed reassignment of transmission and associated ancillary services is 

wholly consistent with reassignment provisions the Commission previously has accepted. a, 
u - 9  - J  85 FERC 3 61,344 (1998); -, 85 FERC 1 

61,290 (1998); ,78 FERC 7 61,312 (1997). 

With respect to its market power concerns, the Commission generally requires that an 

entity seeking authorization to transact at market-based rates (1) demonstrate that the entire + 

output of its or any of its affiliates’ generating facilities is committed under long-term contracts, 

(2) demonstrate that the applicant or its affiliates already are authorized to sell power at market- 

based rates, or (3) submit a market analysis that indicates that neither the applicant nor its 

affiliates have generation dominance in the relevant markets. Wi&E Pow- 9 68 

FERC 7 6 1,247, at 62.12 1 (1 994). 

In this case, APSES has demonstrated that its affiliate, APS, is already authorized to sell 

at market-basad rates. S s  ,79 FERC at 61,098-101. APSES relies 

on the market power study that its affiliate, APS, relied on in support of its market-based rate 

Y 
* 

APSES will not charge a rate based on its opportunity costs absent a separate filing under 
Section 205 of the Federal Power Act. 

4 



application, which FERC accepted. See., , 8 5  FERC 7 61,344 (1998) 

(finding no market power based on affiliates’ market study approved in earlier merger order); 

T&S -, 85 FERC 7 6 1,2 15 (1 998) (finding no market power based 

on affiliates’ market studies approved in earlier market-based rate application orders). Moreover, 

because APSES does not own or control any generating facilities, APSES has no market power 

in generation. As such, the Commission should reach the same conclusion here that it reached in 

-- that APSES does not have generation market power. 

B. 

In order to ensure that applicants for market-based rate authority do not possess 

transmission market power, the Commission generally requires the applicant, or its affiliated 

public utility, to file or have on file open access transmission tariffs for the provision of 

comparable services. See., q, 77 FERC 7 61,021 

(1996). APS filed its open access tariff on July 9, 1996 (Docket No. OA96-153-000), and a ‘ 

revised open access tariff on July 12, 1996 (Docket No. EW6-2401-000). The Commission 

accepted the revised open access tariff for filing on September 9, 1996, effective on February 11, 

z997? 

APSES does not own any transmission facilities. Accordingly, the availability of open 

access transmission service over APS’ transmission facilities under the APS transmission tariff 

eliminates the potential for any exercise of transmission market power by APSES. 

2/ In addition, on June 18,1999, the Commission issued a letter order accepting a Settlement 
govemhg APS’ transmission rates filed on October 10,1997, as amended October 24,1997, 
in Docket Nos. OA96-153-000 and EW6-2401-000. 

5 



C. 

In previous cases, the Commission has examined the possibility that an entity might be 

able to erect other bamiers to entry as a possible ground for denying the authority to charge 

market-based rates. Heartland, 68 FERC at 62,062. Neither APSES nor APS are affiliated with 

any entities that could impose barriers to entry in the electric power generation business through 

their ownership or control of any resources or inputs that could be essential to market e n t j  by 

competitors. 

D. 

In evaluating market-based rate applications of affiliated power marketers, the 

Commission also considers the potential for affiliate abuse and reciprocal dealing. The 

Commission has explained that affiliate abuse takes place when a public utility and an affiliated 

power marketer transact in ways that result in a transfer of benefits h m  the public utility (and 

the ratepayers) to the power marketer (and the shareholders). Il3,cadaa 68 FERC at 62,062; 

Power Services., 72 FERC 7 61,284 (1995). 

In this instance, APSES submits with this application a Code of Conduct governing its 

relationship with its public utility affiliate, APS. The Code of Conduct satisfies the 

Commission’s information sharing and interaffiliate transaction pricing rules that protect against 

affiliate abuse. See,e.e. DukePawer, 84 FERC 7 61,235 (1998). The Code of Conduct is 

attached as Exhibit B. For these reasons, no potential for affiliate abuse arises from the grant of 

market-based rate authority to APSES. Id. 



D. 

Consistent with the Commission’s requirements, APSES commits that it will file 

quarterly transaction summaries and satisfy the Commission’s other standard reporting 

requirements for affiliated power marketers. See Southern Co. Se- ,87  FERC 7 61,214 

(1999j; ,81  FERC 161,368 (1997). Specifically, APSES will file umbrella 

service agreements for short-tern transactions (one year or less) within 30 days of the date of 

commencement of service, to be followed by quarterly transaction summaries for specific sales. 

For long-term transactions (longer than one year), the actual service agreement for each 

transaction will be filed within 30 days after commencement of service. 

ILL, 87 FERC slip op. at 17. 

APSES commits that it will file a revised market power analysis every three years. This 

commitment is consistent with Commission precedent. 9 69 

FERC 7 61,175 (1994) (as clarified in Engebd Power Mdc&g+k ’70 FERC 7 61,250 

(1 995)). 

V. REQUEST FOR EFFECTIVE DATE AND WAIVERS 

Consistent with the Commission’s decisions in previous power marketer cases, APSES 

respectfully requests the Commission to waive the following requirements of the Commission’s 

regulations: (1) waiver of accounting and reporting requirements under Parts 41,101, and 141 of 

the Commission’s regulations; (2) waiver of interlocking directorate filing requirements under 

Part 45 of the Commission’s regulations, or, alternatively, permission to file abbreviated filings 

with respect to interlocking directorates under Part 45; and (3) waiver of the filing requirements 

of Subparts B and C of Part 35 of the Commission’s regulations, other than Sections 35.12(a), 

35.13@), 35.15, and 35.16. See., 83 FERC 7 61,100 (1998). 

7 



Pursuant to Section 35.3(a) of the Commission’s regulations, APSES respectfully requests that 

the Commission accept the Market Rate Tariff for filing and pennit it to become effective the 

earlier of either sixty days afler the date of this filing or the date the Commission grants 

acceptance. 



VII. CONCLUSION 

WHEREFORE, for the foregoing reasons, APSES requests the Commission to issue an 

order that grants: (1) authorization for APSES to engage in wholesale sales of electric power at 

market-based rates, including sales of ancillary services at market-based rates in the California 

market; (2) acceptance of the APSES Market Rate Tariff for filing effective sixty days after the 

filing of this application; (3) approval of the code of conduct govemhg APSES' relationship 

with APS; and (4) certain blanket authorizations; and ( 5 )  certain waivers of the Commission's 

regulations as stated herein. 

Respectfully submitted, I 3 

lLkl<, (+- 
Mary Ann K. Huntington 
Morgan, Lewis & Bockius LLP 
1800 M Street, N. W. 
Washington, D.C. 20036 
Tel: (202) 467-7000 t 

Barbara Muller Champion, Senior Attorney 
Arizona Public Service Company 
P.O. Box 53999 
Mail Station 9820 
Phoenix, Arizona 85072-3999 
Phone: (602) 250-3547 

Attorneys for 
APS Energy Services Company, Inc. 

Dated: August 19, 1999 
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Exhibit A 

APS Energy Services Company, Inc. 

Market-Based Rate Tariff 



1. 

2. 

3. 

4. 

5 .  

6.  

MARKET-BASED RATE TARIFF 

A-: APS Energy Services Company, Inc. (“APSES”) makes electric capacity 
or energy available for sale for resale under this Rate Schedule to any 
purchaser. 

ApphhUy :  This schedule is applicable to all sales of electric capacity or energy by 
APSES not otherwise subject to a particular rate schedule of APSES, but 
shall not apply to the sales of electric capacity or energy to, or the 
purchase of electric capacity or energy fiom Arizona Public Service 
Company (“APS”). 

This schedule also is applicable to the reassignment of transmission 
capacity, transmission rights and associated ancillary services, that APSES 
has acquired for its own use on the transmission systems of transmission 
providers. 

All sales of electric capacity or energy shall be made at rates established 
by agreement between the purchaser and APSES. 

All other terms and conditions shall be established by agreement between 
the purchaser and APSES. 

APSES will not sell electric capacity or energy to, or purchase electric 
capacity or energy fiom APS, absent a separate filing with FERC pursuant 
to Section 205 of the Federal Power Act. 

This Rate Schedule shall be effective on the date established by FERC. 

APSES may reassign transmission capacity, transmission rights, and 
associated ancillary services that it has reserved for its own use at a price 
not to exceed the highest of (1) the origmal transmission rate paid by 
APSES; (2) the applicable transmission provider’s maximum stated firm 
transmission rate on file at the time of the transmission reassignment; or 
(3) APSES’S own opportunity costs, capped at the applicable transmission 
provider’s cost of expansion at the time of the sale to the eligible 

1 



customer. APSES will not recover opportunity costs in connection with 
reassignment without making a separate filing under Section 205. Except 
for the price, the terms and conditions under which the reassignment is 
made shall be under the terms and conditions governing the original grant 
by the transmission provider. Transmission and associated ancillary 
services may only be reassigned to a customer eligible to take service 
under the transmission provider’s open access transmission tariff or other 
transmission rate schedules. APSES will report the name of the assignee 
in its quarterly reports. 



MARKET-BASED RATE TARIFF 

SERVICE AGREEMENT 

This Service Agreement, dated as of , is entered into by 
and between APS Energy Services Company, Lnc. (“APSES”) and 

Rate Tariff, FERC Electric Tariff No. 1. 

by APSES and the Customer in accordance with the terms and conditions of the Rate Schedule. 

be executed by their respective authorized officials as of the date first above written. 

(“Customer”), pursuant to APSES’S Market-Based 

Each transaction hereunder will be carried out under terns and conditions as agreed upon 

IN WITNESS WHEREOF, APSES and Customer have caused this Service Agreement to 

Customer A P S  Energy Services Company, Inc. 

Customer 

Signature of Representative Date Signature of Representative Date 

Name of Representative Name of Representative 

Title of Representative Title of Representative 



Exhibit B 

APS Energy Services Company, Inc. 

Code of Conduct 



STATEMENT OF POLICY AND CODE OF CONDUCT WITH RESPECT TO 
THE RELATIONSHIP BETWEEN 

APS ENERGY SERVICES COMPANY, INC. AND 
ARIZONA PUBLIC SERVICE COMPANY 

The following Code of Conduct will govern the relationship between (1) APS Energy 
Services Company, Inc. (“APSES”) and any other marketer affiliates that may be authorized by 
the Federal Energy Regulatory Commission to engage in sales for resale of energy and capacity 
at market-based rates (together with APSES, the “Marketing Affiliates”) and (2) Arizona Public 
Service Company (“APS’’). 

of Power 

1. To the maximum extent practical, the employees of the Marketing Affiliates will 
operate separately from the employees of APS. 

2. All market information shared by APS with the Marketing Affiliates will be 
disclosed simultaneously to the public. This includes all market information, 
including but not limited to, any communication concerning power or 
transmission business, present or future, positive or negative, concrete or 
potential. Shared employees in a support role are not bound by this provision, but 
they may not serve as an improper conduit of information to non-support 
personnel. 

3. Sales of any non-power goods or services by APS, including sales made through 
affiliated EWGs or QFs, to the Marketing Affiliates will be at the higher of cost or 
market price. 

4. Sales of any non-power goods or services by the Marketing Affiliates to APS will 
not be at a price above market. 

1 



APS Energy Services Company, Inc. 

Exhibit C 

Notice of Filing 
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UNITED STATES OF AMERICA 
FEDERAL ENERGY REGULATORY COMMISSION 

1 
APS Energy Services Company, Inc. 1 Docket No. ER99- 

NOTICE OF FILING 
( 9 1999) 

Take notice that on , APS Energy Services Company, Inc. (“APSES”) filed 
an application for an order authorizing it to make wholesale sales of electric power at market-based 
rates and approving the Code of Conduct governing its relationship with its affiliated public utility. 

Any person desiring to be heard or to protest said filing should file a motion to intervene or 
protest with the Federal Energy Regulatory Commission, 888 First Street, N.E., Washington, D.C. 
20426, in accordance with Rules 21 1 and 214 of the Commission’s Rules of Practice and Procedures 
(18 C.F.R. 9 385.21 1 and 18 C.F.R. $385.214). All such motions or protests should be filed on or 
before , 1999. Protests will be considered by the Commission in 
determining the appropriate action to be taken, but will not serve to make protestants parties to the 
proceedings. Any person wishmg to become a party must file a motion to intervene. Copies of this 
filing are on file with the Commission and are available for public inspection. This filing may also 
be viewed on the Internet at http://www. ferc.fed.us/online/rims.htm (call 202-208-2222 for 
assistance). 1 

David P. Boergers 
Secretary 

http://www


CERTIFICATE OF SERVICE 

I: hereby certifL that I have this day served the foregoing document upon each person 

designated on the official service list compiled by the Secretary in this proceeding. Dated at 

Washington, D.C., this 19th day of August, 1999. 

< 

Mary Ann K. Hunti&on 
Morgan, Lewis lk Bockius LLP 
1800 M Street, N.W. 
Washington, D.C. 20036 
(202) 467-7622 

Attorney for 
APS Energy Services Company, Inc. 
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UNITED STATES OF AMERICA 
FEDERAL ENERGY REGULATORY COMMISSION 

Before Commissioners: James J.  Hoecker, Chairman; 
William L. hlasscy. Linda Breathitt. 
and Curt Hebert. fr. 

Pinnacle West Capital Corporation 
Arizona Public Senrice Company 
APS Energy Services Company, Inc. 

Docket No. €ROO-2268-000 

ORDER CONDITIONALLY ACCEPTING FOR FILING PROPOSED MARKET- 

REVISED MARKET-BASED RATE TARIFFS AND CODES OF CONDUCT 
BASED RATE TARIFF AND CODE OF CONDUCT, AND 

(Issued June 20,2000) 

In this order, the Commission conditionally accepts for filing a proposed market- 
based rate tariff and code of conduct by Pinnacle West Capital Corporation (Pinnacle), 
along with revised market-based rate tariffs and codes of conduct for two of Pinnacle's 
affiliates. 

BACKGROUND 

On April 2 1,2000, Pinnacle' filed an application, under section 205 of the 
Federal Power Act (FPA),2 seeking: (1) authority for Pinnacle to engage in wholesale 
sales of electric power at market-based rates, including market-based rate sales to its 
affiliates, and sales of ancillary services within the California Independent System 
Operator (California ISO) market; (2) authority for Pinnacle to reassign transmission 
capacity; (3) approval of revised market-based rate tariffs that would allow APS and 

'Pinnacle submitted the filing on its own behalf and on behalf of its affiliates APS 
and APS Energy Setvices Company (APSES). This order collectively refers to these 
three companies as the "Pinnacle West Companies." 

-10 U.S.L. $ 
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APSES to transact business with affiliates at market-based rates;" and (4) approval of a 
code of conduct for Pinnacle and proposed modifications to the codes of conduct of APS 
and APSES.4 

The Pinnacle West Companies note in their application that the Arizona 
Corporation Commission (Arizona Commission) is in the process of modifying its rules 
on retail electric competition within Arizona to allow full retail choice. On October 6, 
1999, the Arizona Commission approved a settlement agreement between APS and 
several customer groups and consumer advocates resolving retail electric competition- 
related issues and approving unbundled tariffs. Pinnacle's application seeks authority to 
engage in wholesale power marketing activities at market-based rates. The Pinnacle 
West Companies also propose revisions to the market-based rate tariffs and codes of 
conduct of APS and APSES to permit them to engage in inter-affiliate transactions at 
market-based rates. 

Notice of the filing was published in the Federal Re ister, with comments, f protests, and interventions due on or before May 12,2000. 

t 0 
3Pinnacle is the parent corporation of both APS and APSES. APS is a pubIic 

service corporation engaged in the business of generating, transmitting, and distributing 
electricity in all or part of eleven of Arizona's fifteen counties. The Commission granted 
APS market-based rate authority in Arizona Public Sem'ce Company, 79 FERC 7 61,022 
( I  997). 

APSES is a retail marketer of electricity and energy-related services in Arizona 
and California. APSES also engages in wholesale marketing and brokering of electricity 
that it states is largely incidental to its retail function. The Commission granted APSES 
market-based rate authority in APS Energy Services Company, Inc., 89 FERC 7 61,024 
(1 999). 

4As discussed below, the Pinnacle West Companies propose to eliminate (or, in 
the case of Pinnacle, not include) the code of conduct provisions that require 
simultaneous disclosure to the public of all market information shared between APS and 
its affiliates. 

'65 Fed. Reg. 25,479 (2000). 

9 nf l d  

http://rimsweb


FERC RIMS DOC 2066101 http://rimsweb 1 .ferc.gov~~s.q?rp2-PrintNPick 

Docket No. ER00-2268-000 -3- 

iriteiventiotis and Protests 

The Arizona Commission filed a notice of intervention. Timely motions to 
inrewene were filed by Arizona Power Authority (APA), Salt River Agricultural 
Improvement and Power District (Salt River), New West Energy Corporation (New 
West), and Citizens Utilities Company (Citizens). Timely motions to intervene or 
protests were filed by Tucson Electric Power Company (Tucson) and jointly b a number 
of electrical and irrigation districts in the state of Arizona (Arizona Districts)?Late-filed 
motions to intervene were filed by Williams Energy Marketing & Trading Company 
(Williams Energy) and the Navajo Tribal Utility Authority (NTUA). 

APA states that 14 of its customers have power contracts With APS. Although 
APA does not formally protest Pinnacle's filing, its motion to intervene raises concerns 
about possible affiliate abuse and increased purchased power costs. Tucson argues that 
Pinnacle's application raises issues about market power and affiliate abuse. Arizona 
Districts raise similar concerns and also argue that Pinnacle's filing should be rejected 
because it fails to meet the Commission's filing requirements under section 205 of the 
FPA for sales to affiliates at market-based rates. 

On May 30, 2000, the Pinnacle West Companies filed a request for leave to file an 
answer and an answer to APA's motion to intervene and to the protests of Arizona 
Districts and Tucson. 

0 * 

DISCUSSION 

As a preliminary matter, the Arizona Commksion's notice of intervention and the 
timely, unopposed motions to intervene of MA, Salt River, New West, Citizens, Tucson 
and Arizona Districts serve to make them parties to this proceeding. We will grant the 
late-filed motions to intervene of Williams Energy and NTUA, ghen the early stage of 
this proceeding and the absence of any undue prejudice or delay. See 18 C.F.R 8 
385.214 (1999). While Rule 213(a)(2) of the Commission's Rules of Practice and 
Procedure (18 C.F.R. §385.213(a)(2) (1999)) generally prohibits the filing of an answer 

6Arizona Districts are comprised of: Aguila Inigation District; Buckeye Water 
Conservation & Drainage District; Electrical District No. 1 of Phal County; Electrical 
District No: 3 of Pinal County; Electrical District No. 6 of Phal County; Electrical 
District No. 7 of Maricopa County; Electrical District No. 8 of Maticopa County; 
Harquahala Valley Power District; Maricopa County Municipd Water Consewation 
District No. 1; McMullen Valley Water Conservation & Drainage District; Roosevelt 
Irrigation District; and Tonopah Irrigation District. 
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to protests, we will accept the Pinnacle West Companies’ answer in light of the 
representations made by the Pinnacle West Companies that assist in our understanding 
and resolution of the issues in this proceeding. 

.4. Market-Based Rates 

The Commission allows power sales at market-based rates if the seller and its 
affiliates do not have, or have adequately mitigated, market power in generation and 
transmission and cannot erect other barriers to entry. For an affiliate of a transmission- 
owning public utility to demonstrate the absence or mitigation of market power, the 
public utility must have on file with the Commission an open access transmission tariff 
for the prowsion of comparable services. The Commission also considers whether there 
is evidence of affiliate abuse or reciprocal dealing.7 

As we explain below, we find that Pinnacle’s proposed market-based rate tariff, 
with an exception discussed below, meets these standards. Accordingly, we will 
conditionally accept the proposed tariff for filing, without suspension or hearing, to 
become effective on June 20,2000,60 days after the date of filing. 

1. Generation Market Power 

Pinnacle does not own or control any generating facilities. Further, the 
Commission has recently evaluated the generation dominance of Pinnacle’s affiliates in 
Docket No. EROO- 1875-000, and we are not aware of any material changes in 
circumstances that would require a new analysis.* Thus, we frnd that Pinnacle meets the 
Commission’s generation market power standard for approval of market-based rates. 

&, Progress Power Marketing, Inc., 76 FERC 9 61,155 at 61,919 (1996), &r 7 

order aDprovinn settlement, 79 FERC fi 6 1,149 (1997); Northwest Power Marketing 
Company, L.L.C., 75 FERC 6 1,28 1 at 6 1,889 (1996); accord Heartland Energy 
Services, Inc. &., 68 FERC 1 61,223 at 62,060-063 (1994) (M). 

*On March 14,2000, APS submitted an updated generation market study in 
Docket No. ER00-1875-000. This market study was accepted for filing by the Director, 
Division of Corporate Applications, Office of Markets, Tariffs, and Rates, acting under 
delegated authority, in an unpublished letter order issued on May 2,2000. 

I 0 
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2. Transmission Market Power 

When an affiliate of a transmission-owning public utility seeks authorization to 
charge market-based rates, the Commission has required the public utility to haw an 
open access transmission tariff on file before granting such authorization. Pinnacle does 
not own any transmission facilities. Its affiliate, APS, filed an open access transmissm 
tariff with the Commission in Docket No. OA96- 153-000, as amended in Docket No 
ER96-2401-000. Both filings were accepted by the Commission in a letter order dated 
June 18, 1999. Thus, we find that Pinnacle meets the Commission's transmission market 
power standard for approval of market-based rates. 

3, 

Based on our review of the application, we are satisfied that there are no baniers 

Other Barriers to EntrvReciprocal Dealing 

to entry or reciprocal dealing considerations of concern here. 

4. Affiliate Abuse 

The Pinnacle West Companies propose to engage in affiliate transactions at 
market-based rates.' Pinnacle proposes not to include in its code of conduct provisions 
requiring that all market information shared among the affiliates be disclosed 
simultaneously to the public.'' In support of their proposal to make sales to affiliates, 
Pinnacle argues that there is no risk of harm to APS's retail or wholesale customers and, 
therefore, no potential for affiliate abuse. Pinnacle states that, in order to effectuate retail 
access, a substantial portion of APS's retail customers have already been authorized to 
choose their generation providers and that APS's remaining retail customers have been 
provided rate reductions that will remain in effect until 2004, well after the anticipated 
full retail choice date of 2001." Pinnacle argues that the Commission has found that 

t 

9in this regard, APS and APSES propose to remove fiom their market-based rate 
tariffs the provision prohibiting affiliate sales absent a separate filing with the 
ComnGssion under $205 of the FPA. Pinnacle's proposed tariff does not include such a 
provision. 

'OAFS and APSES propose to remove a similar provision from their codes of 
conduct. 

"Based on a settlement agreement approved by the Arizona Cornmission, Pinnacle 
states that full retail choice is expected to be implemented in 2001. Pinnacle Application 

(continued. ..) 
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there is no potential for affiliate abuse where a public utility's rerail customers have retail 
choice or are protected by a rate freeze. Therefore, Pinnacle states that APS's retail 
customers are protected from affiliate abuse concerns. 

In addition, Pinnacle proposes to mitigate any potential harm to wholesale 
customers by putting in place measures that will protect the customers from the improper 
pass-through of costs associated with affiliate transactions. In the case of wholesale 
customers whose contracts include a pricing provision based on APS's system incremental 
cost, Pinnacle proposes to cap the pass-through of costs to such wholesale customers at 
the lesser of APS's system incremental costs (SIC) or prices calculated based on the Palo 
Verde Index. In the case of wholesale customers whose contracts contain a FAC, 
Pinnacle proposes to cap the pass-through of costs flowing through the FAC at the lesser 
of actual cost or historical cost based on an average of 1998 and 1999 fuel and eligible 
purchased power costs for the relevant monthly period. 

Tucson requests that the Commission impose adequate safeguards to ensure that 
APS's sales to its affiliates are priced no lower than the higher of APSs costs or the 
relevant market price. Tucson also opposes Pinnacle West Companies' request for a 
waiver of certain of the Commission's code of conduct restrictions. 

Tucson suggests that the Commission should impose the same safeguards (&, a % 

price floor on sales fiom a traditional public utility to its affiliated marketers) that the 
Commission adopted in Detroit Edison Company, &, 80 FERC 7 61,348 at 62,197-98 
(1997) (Detroit Edison). Tucson argues that it is not aware of any previous Commission 
case that granted market-based rate approval and a blanket waiver of the prohibition 
against sales fiom a traditional utility to its affiliated marketers unless that approval was 
conditioned on a Detroit Edison price floor. Tucson notes that Pinnacle West Companies 
cite Green Power Partners I. LLC. et al., 88 FERC 761,005 (1999) (Green Power 
Partners) for the proposition that codes of conduct may be waived in situations where 
traditional public utilities lack captive ratepayers. However, Tucson argues that, in 
Green Power Partners, the Commission granted waiver of the affiliate sales restrictions 
for sales from a power marketer to a traditional public utility, not for sales from the 
traditional public utility to affiliated marketers (which is part of the Pinnacle West 
Companies' proposals). Tucson furtfier argues that, although the Commission has 
granted some code of conduct waivers in cases where there are no captive ratepayers or 
where captive ratepayers were held harmless, the Commission has never granted a 

' '(...continued) 
at 12 & 11.29. 
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blanket waiver of the Detroit Edison standard for sales from traditional utilities to 
affiliated power marketers without imposing some type of pricing floor. 

APA argues that, if Pinnacle is granted market-based rate authority for affiliate 
sales, APA’s customers may suffer a rate increase as a result of the pass-through of 
increased purchase power costs. Further, MA argues that granting Pinnacle authority to 
share market information with its affiliates without simultaneous disclosure to the public 
could directly affect the market for wholesale power in Arizona. 

Arizona Districts request that the Commission require Pinnacle to revise its code 
of conduct to require that all market information shared by APS with Pinnacle must 
simultaneously be disclosed to the public. Arizona Districts similarly ask the 
Commission to deny the proposed modification to the codes of conduct of APS and 
APSES to delete the information sharing requirement. Arizona Districts argue that this 
requirement is a valid and essential safeguard to prevent self-dealing and affiliate abuse. 

Arizona Districts also argue that the Pinnacle West Companies have failed to 
explain why the Commission should allow them to make affiliate sales Without making a 
separate section 205 filing. Arizona Districts warn that granting this request would have 
implications not merely for the instant filin but also for potential future transactions and 
aMiliates not revealed in the instant filing. I f  

Commission Conclusion 

As the Commission has explained in previous cases, there is a concern whenever a 
traditional public utility can transact with an affiliated power marketer in such a way as 
to transfer benefits from a power sale from the public utility’s captive ratepayers to the 
shareholders.” This can occur if the public utility can sell power to its affiliated power 
marketer at below-market prices or if the power marketing affiliate can sell power to the 
public utility at a price above the prevailing market price. 

‘*Arizona Districts’ Protest at 8 & n.4 (citing Pinnacle Application at 3-4, which 
describes Pinnacle West Energy Corporation, a recently formed company, that Pinnacle 
states will be engaged in the business of owning and operating exempt wholesale 
generating facilities). 

Detroit Edison, 80 FERC at 62,197. 
13See GPU Advanced Resources, Inc., 81 FERC 7 61,335 at 62,539 (1997) (m); 
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In the instant filing, there will be affiliate sales: (1) fiom the traditional public 
utility (APS) to the power marketers (APSES and Pinnacle); and (2) fiom the power 
marketers to the traditional public utility. Thus, the Commission must ensure that the 
sale prices art: nor too low." nor too high,'' because, in either of these instances, the 
costs would be absorbed by captive ratepayers. 

Pinnacle suggests that there is no potential for affiliate abuse in any event because 
APS's retail customers are protected by a rate reduction and freeze andor  their abilities to 
choose their electric suppliers and because the Pinnacle West Companies' mitigation 
proposals protect APS's wholesale customers against cost shifting. 

\Yith regard to M S ' s  retail customers, Pinnacle states that a substantial portion of 
APS's retail customers are already authorized to choose their generation provider and that 
those customers not already authorized to make t h i s  choice will: (1) be eligible to make 
this choice beginning on January 1,2001; and (2) are provided with a retail rate 
reduction until 2004. Pinnacle further states that, although APS has a right to propose 
rate changes for emergencies, retail rates are frozen at reduced levels "for all practical 
purposes.1t16 

While APS has the right to propose retail rate changes in emergencies, APS has 
committed to notify the Commission if it ever makes a filing with the Arizona 
Commission invoking this right." Moreover, if such a situation arises, we reserve the 
right to take additional steps in order to protect ratepayers. 

As to APS's captive wholesale customers, Pinnacle proposes to protect these 
customers fiom potential affiliate abuse by: (1) for customers with pricing provisions 
based on the SIC, capping the SIC component at prices set by a competitive regional 
market hub (le. the Palo Verde Index); and (2) for wholesale customers with a FAC, 
limiting the pass-through of costs flowing through the wholesale FAC to the Iesser of 
actual costs or a historical average. We find Pinnacle's proposal to cap SIC prices at 
levels based on the Palo Verde Index a reasonable means to avoid potential affiliate 

I4See - Detroit Edison, 80 FERC at 61,348. 

"See GPU, 81 FERC at 62,539. See also First Energy Trading & Power 

16Pinnacle Application at 12. 

"Pinnacle Application at n.30. 

Marketing, Inc., 84 FERC 161,214 at 62,037 (1998) (First Energy). 

t 0 
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abuse.'' As is the general practice in the indust~y, these rates are used to price 
coordination transactions that occur on an as-available basis when both parties can agree 
on a price that satisfies their own economic interests. 

While we are satisfied by Pinnacle's proposal based on the Palo Verde Index 
(because the Palo Verde Index is an open, transparent, well-recognized index of marker 
prices in the Palo Verde region and because Pinnacle does not control prices under the 
Palo Verde Index), we still have concerns about the proposed safeguards for Pinnacle's 
FAC customers. 

APS proposes to limit fuel costs under the FAC to the lesser of historical costs or 
actual costs, in lieu of requiring the affiliates to continue to abide by the Commission's 
rules on affiliate abuse. Compliance with the Commission's rules on affiliate abuse, 
however, could result in FAC costs that are lower than historical costs or actual costs. 
For example, our code of conduct is designed to prevent the traditional utility fiom 
diverting transactions that are beneficial to ratepayers to its affiliate for the benefit of 
shareholders. Such transactions could reduce fuel and purchased power costs below 
historic levels and such reductions would be lost under Pinnacle's proposed FAC cap. 

Based on this concern, we encourage Pinnacle to explore with its FAC customers 
other options to prevent potential affiliate abuse, including revisions to the FAC or the 
use of another rate recovery method, in lieu of the FAC, for these customers. In this 
regard, the parties may wish to avail themselves of the Commission's Alternate Dispute 
Resolution (ADR) procedures, including procedures facilitated by our Dispute Resolution 
Service, although we will not mandate that this approach be used. If Pinnacle follows 
this approach, it must submit a compliance filing on its rates for its FAC customers. This 
proposal should incorporate any agreement it reaches with its customers on this issue or, 
barring agreement, Pinnacle may propose other methods to protect these customers fiom 
affiliate abuse. 

Alternatively, Pinnacle must abide by the pricing and other safeguards established 
in Detroit Edison and Gpu. If Pinnacle chooses this approach, it must: (1) notify the 
Commission of its selection within 15 days of the date of issuance of this order; and (2) 

"The four rate schedules affected are: APS's cost-based coordination sales tariff 
(under which approximately 30 customers are currently served) and bilateral agreements 
with three customers (Citizens Utility Company, Colorado River Commission of Nevada, 
and Tohono Oodham Utility Authority). None of these customers have objected to 
Pinnacle's proposal. 
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file revised market-based rate tariffs reflecting the Detroit Edison and GPU safeguards 
within 30 days of the date of issuance of this order. 

We find Arizona Districts' argument that the Pinnacle West Companies seek "a 
blanket authorization for inter-affiliate transactions without separate Section 205 filings" 
to be mi~placed. '~ The application in this proceeding (seeking authority to engage in 
affiliate sales at market-based rates) constitutes the separate filing under section 205 that 
is required by the 

Moreover, in response to Arizona Districts' concern that the instant filing seeks 
blanket authority for afiliate sales with affiliates not yet in existence, the Pinnacle West 
Companies represent in their answer that they intend to make a separate filing or filings 
with the Commission to seek authority to engage in inter-afiliate transactions at market- 
based rates with Pinnacle West Energy Corporation once that entity is functioning.*' 

5. Ancillary Services 

Pinnacle requests authority to engage in the sale of certain ancillary services at 
market-based rates into the California IS0 market." Arizona Districts argue that the 
Pinnacle West Companies must first receive authority to make sales at market-based rates 
before selling ancillary services. Arizona Districts also argue that a market power study 
is required before sales of ancillary services at market-based rates can be made. 

"Arizona Districts Protest at 5 .  

20Arizona Districts' n m o w  interpretation of that requirement as applying for each 
inter-affiliate transaction only "with respect to a specific power sales agreement filed 
under a section 205 application between afliliates" (id. at 9) is in error. 

*'Pinnacle West Companies' Answer at I 5 .  

"Pinnacle requests authority to provide the following ancillary services into the 
California IS0 at market-based rates: Regulation and Frequency Response Service, 
Energy Imbalance Sexvice, Operating Reserve - Spinning Reserve Service, and Operating 
Reserve - Supplemental Reserve Service. Pinnacle Application, Exhibit B (Proposed 
APS Market-Based Tariff at p.2). 

e 
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We will grant Pinnacle's request to make sales of ancillary services into the 
California IS0 market.23 In addition, we note that, notwithstanding Arizona Districts' 
argument, the Commission allows an entity to request authority to make sales of ancillary 
services at market-based rates at the same time that it seeks market-based rate authority 
for sales of capacity and energy. 

In addition, we will reject as misplaced Arizona Districts' argument that a market 
power study is required before Pinnacle makes sales of ancillary services at market-based 
rates, as proposed in its application. There is no requirement for such market studies 
because the Commission has already authorized sales into the California IS0 by all 
market-based rate sellers. 

6. Reassignment of Transmission CaDacity 

Pinnacle states that, consistent with the conditions established by the Commission 
for reassignment of transmission capacity," it will reassign transmission capacity at a 
price not to exceed the highest of (1) the original rate paid by Pinnacle; (2) the 
applicable transmission provider's maximum rate on file at the time of the sale to the 
eligible customer; or (3) Pinnacle's own opportunity costs, capped at the applicable 
transmission provider's cost of expansion at the time of the Pinnacle sale to the eligible 
customer. Pinnacle's proposed tariff states that Pinnacle will not recover opportunity 
costs without making a separate filing under section 205 of the FPA. Finally, Pinnacle's 
tariff states that, when Pinnacle reassigns capacity that it has acquired for its own use on 
the transmission provider's open access system, all non-rate terms and conditions of the 
applicable tariff that otherwise would apply to a direct sale of transmission service (such 
as posting of discounts and disclosure of information) will continue to apply. We find 
Pinnacle's request to be consistent with our requirements applicable to the reassignment 
of transmission capacity and we accept Pinnacle's proposal. 

I 

B. Waivers. Authorizations and Reportine. Reauirements 

Pinnacle requests the following waivers and authorizations: (1) waiver of the 
accounting and related repotting requirements of Parts 41,lO 1 and 14 1 of the 

AES Redondo Beach, L.L.C., a &, 85 FERC 7 61,123 (1998), order on 

24& Order No. 888, FERC Stats, & Regs. at 3 1,694-97; Order No. 888-A, FERC 

&, 87 FERC 7 61,208 (1999). 

Stats. & Regs. at 30,219-25; Commonwealth Edison Company, 78 FERC 1 61,3 12 at 
62,335-36 (1997). 

2/14/2002 3:37 PM 
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Commission’s regulations; (2) permission to make abbreviated filings with respect to 
interlocking directorates under Part 45; (3) waiver of the requirements of Subparts B and 
C of Part 35, except sections 35.12(a), 35,13(b), 35.15 and 35.16; and (4) blanket 
approval of issuances of securities or assumptions of liabilities pursuant to Part 34 of the 
Commission’s regulations. We will grant the requested waivers and authorizations 
consistent \\ ith thost granted to other entities with market-based rate authorization. 

Consistent with procedures we have adopted in other cases, Pinnacle may file 
umbrella service agreements for short-term power sales (one year or less) within 30 days 
of the date of commencement of short-term service, to be followed by quarterly 
transaction summaries of specific sales. For long-term transactions (longer than one 
year). Pinnacle must submit the actual individual senrice agreement for each transaction 
within 30 days of the date of commencement of service.’’ Pinnacle commits to make 
such filings in its application.26 

Additionally, we will direct Pinnacle to inform the C o d s s i o n  promptly of any 
change in status that would reflect a departure Erom the characteristics the Commission 
has relied upon in approving market-based pricing. These characteristics include, but are 
not limited to: (1) ownership of generating or transmission facilities or inputs to electric 
power production other than fuel supplies; (2) affiliation with any entity not disclosed in 
the filing that owns generation or transmission facilities or inputs to electric power 
production; or (3) affiliation with any entity that has a franchised service area.27 

I 0 

250n May 27, 1999, the Commission issued an order in which it modified the 
reporting requirements for long-term transactions applicable to public utilities without 
ownership or control over generation or transmission facilities that are authorized to sell 
power at market-based rates (power marketers). Southern Company Services, et al.. 87 
FERC fi 61,214 (1999). reh‘g Dending (Southern). Specifically, with respect to any long- 
term transaction agreed to by a power marketer after 30 days from the date of issuance of 
a final order in the Southern case, the power marketer must file a service agreement with 
the Commission within 30 days after service commences, rather than reporting 
transactions thereunder in its quarterly transaction summaries. 

26See - Pinnacle Application at 18. 

27&, a, Morgan Stanley, 69 FERC 7 6 1,696 ( I  994), order on reh’g, 72 FERC f l  
6 1,082 (1995); InterCoast Power Marketing Company, 68 FERC 7 61,248 at 62,134, 
clarified, 68 FERC 7 61,324 (1994). 

13 nf l d  
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Alternatively, Pinnacle may elect to report such changes in the updated market analysis i t  
will be required to file every three years.28 

Effective Date 

e 

We will conditionally accept for filing, the proposed market-based rarc tariff and 
code of conduct of Pinnacle and the updated market-based rate tariffs and codes of 
conduct of APS and APSES, to become effective on June 20,2000. 

The Commission orders: 

(A) Pinnacle’s filings on behalf of Pinnacle West Companies are hereby 
conditionally accepted for filing, as discussed in the body of this order, to become 
effective on June 20,2000. 

(B) Pinnacle is hereby directed to file a compliance filing consistent with the 
discussion in the body of this order within 30 days of the date of this order. 

(C) Pinnacle’s request for waiver of Parts 41, 101 and 141 of the Commission’s 
regulations is hereby granted, as discussed in the body of this order. 

(D) Within 30 days of the date of issuance of this order, any person desiring to be 
heard or to protest the Commission’s blanket approval of issuances of securities or 
assumptions of liabilities by Pinnacle should file a motion to intervene or protest with the 
Federal Energy Regulatory Commission, 888 First Street, NE, Washington, D.C. 20426, 
in accordance with Rules 21 1 and 214 of the Commission’s Rules of Practice and 
Procedure, 18 C.F.R. 05 385.21 1 and 385.214. 

1 

(E) Absent a request to be heard within the period set forth in Ordering Paragraph 
D above, Pinnacle is hereby authorized to issue securities and assume obligations or 
liabilities as guarantor, indorser, surety, or otherwise in respect of any security of another 
person; provided that such issue or assumption is for some IawfbI object within the 
corporate purposes of Pinnacle, compatible with the public interest, and reasonably 
necessuy or appropriate for such purposes. 

(F) Until further order of this Commission, the full requirements of Part 45 of the 
Commission’s regulations, except as noted below, are hereby waived with respect to any 
person now holding or who may hold an otherwise proscribed interlocking directorate 

28We reserve the right to require such an analysis at any time. 

PM 
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involving Pinnacle. Any such person instead shall file a sworn application providing the 
following information: 

(1) full name and business address; and 

(2) all jurisdictional interlocks, identifying the affected companies and 
the positions held by that person. 

(G) The Commission reserves the right to modify this order to require a M e r  
showing that neither the public nor private interests will be adversely affected by 
continued Commission approval of Pinnacle‘s issuances of securities or assumptions of 
liabilities, or by the continued holding of any affected interlocks. 

(H) Pinnacle’s request for waiver of the provisions of Subparts B and C of Part 35 
of the Commission’s regulations, is hereby granted, with the exception of sections 
35.12(a), 35,13(b), 35.15 and 35.16. 

(I) Pinnacle may file umbrella service agreements for short-term power sales (one 
year or less) within 30 days of the date of commencement of short-term service, to be 
followed by quarterly transaction summaries of specific sales (including risk management 
transactions if they result in actual delivery of electricity), For long-term transactions 
(longer than one year), Pinnacle must submit the actual individual service agreement for 
each transaction within 30 days of the date of commencement of service. 

(J) Pinnacle is hereby directed to file an updated market analysis within three 
years of the date of this order and every three years thereafter. 

(K) Pinnacle is hereby directed to inform the Commission of any change in status 
that would reflect a departure fiom the characteristics the Commission has relied upon in 
approving market-based pricing. 

(L) Pinnacle, APS, and APSE are hereby informed of the rate schedule 
designations found in Attachment A. 

By the Commission. 

( S E A L )  

J-&Lqp4+ 
David P. Boerg s, 

Secretary. 
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UNITED STATES OF AMERICA 

BEFORE THE 
FEDERAL ENERGY 

Pinnacle West Capital Corporation 

< 

REGULATORY COMMISSION 

1 Docket No. EROO-- 
) 

Arizona Public Service Company 1 Docket No. ER99-4124-000 

APS Energy Services Company, Inc. ) Docket No. ER99-4122-000 
1 

0 

Pursuant to Section 205 of the Federal Power Act, 16 U.S.C. 6 824d, and Rule 

205 of the Rules of Practice and Procedure of the Federal Energy Regulatory 

Commission (“FERC” or the “Commission”), 18 C.F.R. 6 385.205 (1 999), Pinnacle West 

Capital Corporation (“P WCC”) submits for filing th is  application for authorization to 

\ 

engage in wholesale power sales at market-determined prices. PWCC requests that the 

Commission accept its Market-Based Rate Tariff (the “Market Rate Tariff ’) for 

wholesale sales of energy and capacity, market-rate sales of ancillary services within the 

California Independent System Operator (L(IS0)’) market, and the reassignment of 

transmission capacity. 

PWCC also joins with its affiliates, Arizona Public Service Company (“APS”) 

and APS Energy Services Company, Inc. (“APSES”) (collectively, the “Pinnacle West 

Companies”) in requesting that the Commission permit the Pinnacle West Companies to 

engage in inter-affiliate transactions at market-based rates and that the Commission find 

that, in view of the circumstances presented and commitments proposed herein, 

modifications to their wholesale codes of conduct are warranted. Specifically, retail 



. .  -- : 

customers are protected from potential affiliate abuse through retail rate reduction 

obligations that A P S  has entered into with the Arizona Corporation Commission and/or 

the ability of such customers to choose their electric supplier. With regard to the limited 

number of wholesale customers potentially affected by transactions between and among 

the Pinnacle West Companies, the Pinnacle West Companies have fashioned additional 

commitments that will protect any such customer from potentially abusive inter-affiliate 

transactions. The proposed commitments, explained in more detail below, effectively cap 

relevant energy price components based upon competitive regional hub prices or, where 

applicable, upon historical fuel clause calculations. 

PWCC also requests the Commission to grant standard waivers of certain of its 

regulations and to grant blanket authorizations of other actions under the Commission‘s 

regulations, in accordance with its policies with regard to entities engaged in power 

marketing activities. 

Pursuant to 0 35.3(a) of the Commission’s regulations, PWCC requests an 

effective date for its Market-Based Rate Tariff of 60 days after the date of this filing, or 

the date on which the Commission issues an order approving the Tariff, whichever is 

earlier. APS and APSES request the same effective date for conforming modifications to 

their tariffs and codes of conduct. 

I. BACKGROUND AND DESCRIPTION OF THE PARTIES 

In this petition PWCC seeks authorization to engage in wholesale power 

marketing activities at negotiated market-based rates under the proposed Market-Based 

Rate Tariff. PWCC is an Arizona corporation whose principal place of business is 

located at 400 North 5th Street, Phoenix, Arizona. PWCC is a holding company that is 

exempt from registration under the Public Utility Holding Company Act of 1935, in 

accordance with Securities and Exchange Commission (“SEC”) Rule 2(a)( 1 ).’ PWCC 

’ 17 C.F.R. 5 250.2 (1999); see SEC File No. 69-306. 
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owns APS, a public service corporation organized under the laws of the State of Arizona, 

which is engaged in the business of generating, transmitting and distributing electricity in 

all or part of eleven of Arizona’s fifteen counties. APS is authorized to sell wholesale 

power and energy at market-based rates2 In its order granting market-based rate 

authority to APS, the Commission found that APS does not possess market power.’ 

PWCC is also the parent of APSES, a retail marketer of electricity and energy- 

related services to customers in Arizona and California. APSES also engages in 

wholesale marketing and brokering of electricity that is largely incidental to its retail 

function. In a Letter Order dated October 13, 1999: the Acting Secretary of the 

Commission, pursuant to delegated authority, accepted APSES’S market-based rate 

schedule for filing. In doing so, the Secretary implicitly reaffirmed the Commission’s 

earlier determination that APS and its affiliates do not possess market power in the 

relevant generation or transmission markets. Due to the creation of APSES, both APS 

and APSES submitted wholesale codes of conduct in accordance with Commission’ 

requirements. 

0 

At present, PWCC has no other electric utility subsidiaries (as the term “electric 

utility” is defined in Section 3(22) of the Federal Power Act’); however, PWCC owns 

Pinnacle West Energy Corporation (“PWEC”), a recently formed company to be engaged 

in the business of owning and operating exempt wholesale generating facilities. PWEC is 

currently engaged in developing and/or acquiring generation facilities in Arizona and 

elsewhere. It currently has no operating generating facilities and has no facilities subject 

Arizona Public Service Co., 79 FERC 1 61,022 (1997). APS recently filed an updated 
market analysis in connection with its market-based rates. Arizona Public Service 
Company, Docket No. EROO- 1875-000 (March 14,2000). 

79 FERC at 61,098-99. 

Reported at 89 FERC 761,024. 

’ 16 U.S.C. 8 796(22). 
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Additionally, PWCC has formed PWEC, which has filed for and obtained Certificates of 

Environmental Compatibility with the Arizona Power Plant and Transmission Line Siting 

Committee for two planned power plant projects. 

Pursuant to the ACC approved Settlement Agreement, APS is required to divest 

generation assets by December 31, 2002." It is anticipated that APS will divest its 

generation to PWEC. At that time, APS will become primarily a wires company. 

In order to realize the full benefits of retail electric restructuring, as anticipated in 

the Arizona rules and the Agreement," the competitive wholesale marketing and trading 

functions of APS will also be transferred to an affiliate of APS. The planned transfer of 

those functions to PWCC prompts the instant filing. 

Finally, the Settlement Agreement also provides for an ACC Code of Conduct to 

govern the relationship between APS and APSES. This detailed and comprehensive 

retail code of conduct was recently approved by the ACC.I3 

11. COMMUNICATIONS 
1 

The Pinnacle West Companies respectfully request that service of pleadings and 

deliveries of communications and correspondence concerning this matter be directed to 

the following: 

I '  See ACC approved Settlement Agreement, 5 4.1. 

I' See, e.g., ACC Rule R14-2-1615, titled "Separation of Monopoly and Competitive 
Services;" ACC approved settlement Agreement, 5 4.2. 

I 3  Decision No. 61973. 
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Arizona Public Service Company 
400 North 5th Street 
Mail Station 9842 

Joel R. Spitzkoff 
Manager of Federal Regulation 
Arizona Public Service Company 
400 North 5th Street 
Mail Station 9905 

Barbara Muller Champion 
Senior Attorney 
Pinnacle West Capital Corporation 

Phone: (602) 250-3547 

Vicki G. Sandler 
Vice President 
APS Energy Services Company, Inc. 
400 East Van Buren Street 
Suite 750 
Phoenix, Arizona 85004 
Phone: (602) 744-5045 

John D. McGrane 
Mary Ann K. Huntington 
Alex M. SchneIl 
Morgan, Lewis & Bockius LLP 
1800 M Street, N.W. 
Washington, D.C. 20036 

Applicants request that the above-listed individuals be placed on the oficial 

0 Phone: (202) 467-762 1 

service list compiled for this proceeding. 

111. 

1. 

2. 

3. 

4. 

LIST OF MATERIALS SUBMITTED WITH THIS FILING 

This filing contains the following materials: 

Exhibit A - PWCC’s Market-Rate Tariff, including a form of service 
agreement and a Code of Conduct; 

Exhibit B - conformed copy and redlined copy of APS’s Market-Based 
Rate Tariff and modified Code of Conduct, indicating proposed changes; 

Exhibit C - conformed copy and redlined copy of APSES’S Market-Based 
Rate Tariff and modified Code of Conduct, indicating proposed changes; 

Exhibit D - conformed and redlined copies of the proposed supplements to 
APS’s wholesale contracts, tariffs and rate schedules that include system 
incremental cost (“SIC”) provisions; attached to each supplement is a table 
with a sample derivation of the Palo Verde Shaped Index; 



8 associated ancillary services acquired for its own use under open access transmission 

tariffs, The Market Rate Tariff permits PWCC to resell such capacity and rights at a 

price not higher than the highest of (1) the price PWCC originally paid for the service, (2) 

the transmission provider’s maximum rate for the service on file at the time of the resale, 

or (3) PWCC’s own opportunity costs capped at the applicable transmission provider’s 

cost of expansion at the time of the sale to the eligible customer.” The resold service will 

be provided in accordance with the terms and conditions of service of the original 

transmission provider’s applicable open access transmission tariff. PWCC’s proposed 

reassignment of transmission and associated ancillary services is wholly consistent with 

reassignment provisions the Commission previously has accepted.” 

A. Market Power 

With respect to its market power concerns, the Commission generally requires 

that an entity seeking authorization to transact at market-based rates (1) demonstrate that 

the entire output of its or any of its affiliates’ generating facilities is committed under 

long-term contracts, (2) demonstrate that the applicant or its affiliates already are 

. .. 
d .- 
? .  

authorized to sell power at market-based 

indicates that neither the applicant nor its 

relevant markets.” 

rates, or (3) submit a market analysis that 

affiliates have generation dominance in the 

PWCC will not charge a rate based on its opportunity costs absent a separate filing under 
Section 205 of the Federal Power Act. 

See, e.g., Alliant Services Company, 85 FERC 7 61,344 (1998); Select Energy, Inc., 85 
FERC 7 61,290 (1 998); Commonwealth Edison Co., 78 FERC 7 6 1,3 12 ( 1997). 

LG&E Power Marketing, Inc., 68 FERC 7 6 1,247, at 62,12 1 ( 1994). 

17 

18 

l9 
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PWCC’s ail iates APS and APSES are already authorized to sell power at 

market-based rates.20 PWCC relies on the market power study that its affiliates relied 

upon in support of their market-based rate applications, consistent with FERC 

precedent.21 Moreover, because PWCC does not directly own or control any generating 

facilities (other than its ultimate ownership of APS), PWCC has no market power in 

generation. As such, the Commission should reach the same conclusion here that it 

reached in Arizona Public Service Co. -- that PWCC does not have generation market 

power.22 

B. Transmission Market Power 

In order to ensure that applicants for market-based rate authority do not possess 

transmission market power, the Commission generally requires the applicant, or its 

affiliated public utility, to file or have on file open access transmission tariffs for the 
1 

provision of comparable ~ervices.~’ APS filed its open access tariff on July 9, 1996 

(Docket No. OA96-153-OOO), and a revised open access tariff on July 12, 1996 (Docket 

No. ER96-2401-000). The Commission consolidated the two dockets and, on June 18, 

*’ See Arizona Public Service Co., 79 FERC at 61,098-101; APS Energy Services, Letter 
Order, 89 FERC f 6 1,024. 

See, e.g., Alliunt Services Co., 85 FERC 7 61,344 (finding no market power based on 
affiliates’ market study approved in earlier merger order); Louisville Gar and Electric Co., 
et ul., 85 FERC f 61,215 (1998) (finding no market power based on affiliates’ market 
studies approved in earlier market-based rate application orders). 

As explained in footnote 2, above, APS recently filed an update to its market power study. 
See Arizona Public Service Co., Docket No. ER00-1875-000. 

See, e.g., Southern Indiana Gas & Electric Company, 77 FERC f 61,021 (1996). 

*’ 

tz 

23 
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1999, issued a letter order accepting a settlement governing APS’s transmission rates in 

the consolidated dockets. 

PWCC does not own any transmission facilities (other than through its ownership 

of APS). Accordingly, the availability of open access transmission service over APS’s 

transmission facilities under the APS transmission tariff eliminates the potential for any 

exercise of transmission market power by PWCC. 

C. Barriers to Entrv 

In previous cases, the Commission has examined the possibility that an entity 

might be able to erect other barriers to entry as a possible ground for denying the 

authority to charge market-based rates.** PWCC, APS and APSES are not affiliated with 

entities that could impose barriers to entry in the electric power generation business 

through their ownership or control of any resources or inputs that could 

market entry by competitors. 

D. 

In evaluating market-based rate applications of affiliated power 

Commission considers the potential for affiliate abuse and reciprocal 

Affiliate Abuse and Reciurocal Dealing 

be essential to 

marketers, the 

dealing. The 

Commission has explained that affiliate abuse takes place when a public utility and an 

affiliated power marketer transact in ways that result in a transfer of benefits from the 

public utility (and the ratepayers) to the power marketer (and the  shareholder^).^^ Here, 

due to the restructuring of the Arizona retail market and the commitments made with 

24 

” Id.: Wholesale Power Services, Inc., 72 FERC 61,284 (1995). 

Heartland, 68 FERC at 62,062. 



respect to APS’s wholesale customers, there is no potential for fliliate abuse. 

Accordingly, the Commission should permit the Pinnacle West Companies to engage in 

transactions at negotiated market-based prices with each other and modify certain 

requirements of the codes of conduct governing relations between the Pinnacle West 

Companies. 

The Pinnacle West Companies do not seek to eliminate all the code of conduct 

requirements. Although, as demonstrated below, there is no risk to AF’S’s customers 

from inter-affiliate transactions and relationships under the circumstances presented (and 

therefore no need for any code of conduct limitations), the Pinnacle West Companies do 

not propose to modify or eliminate at this time the code of conduct provisions which 

ensure that transactions among the affiliates are properly accounted for. The Pinnacle 

West Companies only seek to eliminate those wholesale code of conduct provisions that 

limit or condition the transfer of information among the Pinnacle West Companies. The 

proposed PWCC code of conduct and the modified codes of conduct for APS and APSES 

are attached as part of Exhibits A - C. The Pinnacle West Companies note that the ACC 

code of conduct will also continue to govern relationships between APS and APSES. 

As detailed below, there is no risk of harm to APS’s retail or wholesale customers 

from the proposed changes to the codes of conduct. APS’s wholesale customers are 

protected by putting in place measures that will prevent any potentially inappropriate 

costs associated with affiliated transactions from being passed through to these 

customers. Under the Arizona restructuring and the Settlement Agreement, APS’s retail 

11 



customers are protected by what is in essence a rate reduction and freeze and/or their 

ability to choose their electric supplier.26 

1. APS’s Retail Customers are Protected. 

In Enron Energy Services Power, Inc., the Commission held that where a public 

utility’s retail customers have a choice of alternative suppliers, there is no potential for 

affiliate abuse.*’ Retail restructuring is in the process of being implemented in Arizona, 

and a substantial portion of M S ’ s  retail customers are already authorized to choose their 

generation pr0vider.l’ APS’s retail customers that are not already entitled to choose their 

electric service provider are provided rate reductions that will remain in effect until 2004, 

well after full retail choice is implemented in 2001.*’ Although APS has a right to 

propose rate changes for emergencies or specified extraordinary events during this period, 

for all practical purposes retail rates are frozen at the reduced levels.30 The Commission 

has recognized that affiliate transactions cannot harm customers protected by a rate 

f ree~e.~’  

26 See AmerGen Energy Co., L.L.C., 90 FERC 1 61,080 (2000) (ratepayers who have retail 
choice or are protected by a rate freeze are not captive customers); Green Power Partners I, 
LLC, et al., 88 FERC 7 61,005 (1999) (waiving code of conduct requirement for UGI 
Development Co. because UGI does not have captive customers); Enron Energy Services 
Power, Inc., 81 FERC fi 61,267 (1997) (“we will not accept PECO’s request that we treat 
customers participating in a state retail [choice] program as captive customers requiring 
expansion of Enron Energy’s code of conduct”). 

27 8 1 FERC 7 6  1,267 (1 997); see AmerGen Energy Co., L. L.C., 90 FERC 6 1,080 (2000). 

’* See ACC approved Settlement Agreement, 5 1.1. 

29 See ACC approved Settlement Agreement, $9 2.2,2.6,2.7. 

To the extent such an emergency or extraordinary event occurs and APS determines to file 
for increased retail rates, it will notify the Commission at that time. 

Illinova Power Marketing, Inc., e? al., 88 FERC q 61,189 (1999) (revisions to inadequate 
code of conduct unnecessary because Illinois Power’s retail customers are already protected 
by a rate freeze); AYP Energy, Inc., 87 FERC 7 61,009 (1999); Commonwealth Edison Co., 
85 FERC 7 61,288 (1998). 

30 

3’  
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Where there is no potential for affiliate abuse, there is no need for the 

Commission to require the fuil panoply of code of conduct rules it normally requires as a 

condition of granting market-based rate 

2. The Pinnacle W igation Proposals Will 
Prevent Cost Sh lesale Customers. 

The Pinnacle West Companies have identified two limited areas of concern in 

APS’s existing wholesale power contracts where there may be the potential for affiliated 

entities to shifi costs to certain contractually obligated wholesale customers. The 

Pinnacle West Companies propose to mitigate any potential harm to wholesale customers 

by putting in place measures that will protect the customers from the improper pass- 

through of costs associated with affliated transactions. 

The Commission has recognized that an effective method of mitigating affiliate 

abuse concerns is capping the pass through of costs to wholesale customers at prices set+ 

by a competitive regional market hub.33 Benefits resulting from the use of regional 

market hubs extend beyond the mere mitigation of potential abusive inter-affiliate 

transactions by the Pinnacle West Companies. Using regional hub indices as an 

alternative to requiring a code of conduct to prevent inter-affiliate abuse will provide 

secondary benefits including: a positive incentive for utilities to create, join and transact 

32 See AmerGen Energy Co., L.L.C., 90 FERC 7 61,080; Green Power Partners I, LLC, et al., 
88 FERC 7 61,005 (1999) (waiving code of conduct requirement for UGI Development Co. 
because UGI does not have captive customers); Enron Energy Services Power, Znc., 81 
FERC 7 61,267 at 62,3 18 (1997) (“we will not accept PECO’s request that we treat 
customers participating in a state retail [choice] program as captive customers requiring 
expansion of Enron Energy’s code of conduct”). 

See FirstEnergy Trading Services, Znc., 88 FERC 7 61,067 (1999); AYP Energy, Inc., 87 
FERC f 6 1,009 (1 999); FirstEnergy Trading & Power Marketing, Inc., 84 FERC 7 6 1,2 14 
(1 998). 

33 
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their business through regional market hubs; greater transparency in pricing of power 

transactions (because the hub price is a published price); and reducing Commission staff 

time spent reviewing afiliate transactions through the use of objective, market-based 

determinants for passing through costs. 

The Pinnacle West Companies’ proposed system incremental cost mitigation 

measure makes use of regional hubs to mitigate the potential for afiliate abuse and are 

explained in detail below. The Pinnacle West Companies also propose a mechanism for 

dealing with costs flowing through the wholesale fuel adjustment clause, by capping the 

pass through at a historical average. 

a. System Incremental Cost Provisions 

The first potential area of concern applies to wholesale contracts that include a 

pricing provision based upon APS’s system incremental cost (“SIC”). If a transaction 

between APS and an affiliate is used in establishing the energy price for a particular hour, 
5 

then it could increase the prices paid by APS’s wholesale customers that take service 

under these contracts. The SIC provision in some of APS’s wholesale contracts presents 

the potential to harm wholesale customers if an affiliated transaction establishes APS’s 

incremental cost for a particular hour. 

The Pinnacle West Companies propose to mitigate this concern by capping the 

portion of these customers rates that include a SIC 

monthly rates calculated utilizing APS’s actual 

methodology); or (ii) the monthly rates calculated 

market index in lieu of the actual SIC. The market 

component at the lesser of: (i) the 

hourly SIC values (the existing 

utilizing an hourly cents per kWh 

index is derived based on prices at 

Palo Verde, a liquid market hub that reflects market prices for the region. Because the 
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Palo Verde hub only publishes on-peak and off-peak, day-ahead prices, while the 

applicable SIC contract provisions are based upon APS’s hourly SIC, APS proposes to 

utilize the hourly price indices published by the California PX for the nearby SP15 zone 

to “shape” the daily prices at Palo Verde into an hourly price curve. The resulting index, 

that will be used to protect SIC wholesale customers, is referred to as the Palo Verde 

Shaped Index.% 

Exhibit D to this Application contains SIC customer contracts modified to reflect 

the use of the Palo Verde Shaped Index to mitigate market power concerns. Table A, 

attached to each of the modified wholesale customer SIC contracts included in Exhibit D, 

provides an example of how the Palo Verde Shaped Index will work in practice. 

Once the Palo Verde Shaped Index has been derived for each hour of each day of 

a particular billing month, APS will then compare the monthly charge that each SIC 

customer would pay under the Palo Verde Shaped Index to the actual charges APS 

incurred, based upon its SIC methodology, for the entire month. APS will bill the SIC 

customer based upon the lower of the two total monthly charges (SIC or Palo Verde 

Shaped Index) for the relevant billing month. 

By applying the lesser of SIC or the Palo Verde Shaped Index cost, wholesale 

customers are protected from affiliate abuse and receive the additional benefit of potential 

reduced power costs based on the hub prices. The Commission has recognized on 

numerous occasions that tying prices charged to an established and relevant market index 

34 Should a robust hourly market develop at Palo Verde, APS will file a request to convert 
from the Palo Verde Shaped Index to the use of actual Palo Verde hourly market prices. 



adequately mitigates affiliate abuse Both the Palo Verde hub and the 

California PX zone used for shaping the Palo Verde daily prices are active trading 

locations with published prices. 

By employing a price cap based on competitive market hub prices in the region in 

which APS operates its system, the Pinnacle West Companies have proposed a win-win- 

win-win situation. Customers are protected fiom any potential for affiliate abuse because 

the alternative system incremental cost is based on a market index that will not be 

materially affected by transactions among the Pinnacle West Companies. The Pinnacle 

West Companies benefit because they will be able to transact under the new structure 

envisioned by the Arizona restructuring rules in much the same way as they currently 

operate within APS and in the same manner as other market participants in Arizona 

transact with their affiliates. Participants in the regional markets also “win,” because 

relying upon the Palo Verde hub market price recognizes the legitimacy and value of 

regional markets, The final “winner” is the Commission, which will be able to rely more 

upon objective market prices to protect customers. 

b. Fuel Adjustment Clauses 

The second potential area of concern relates to APS’s wholesale contracts that 

include a fuel adjustment clause (“FAC”) which flows through certain fuel and purchased 

Allegheny Energy Supply Co., 88 
transaction . . . to an established, 

35 FERC 7 61,303 (1999) (“tying the price of an affiliate 
relevant market price adequately mitigates any afiliate 

abuse concerns”); First Energy Trading Services, Inc., 88 FERC 7 61,067 (1999); AYP 
Energy, Inc., 87 FERC 7 61,009 ( 1999). 
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power costs to some APS wholesale customers.% Due to the limited nature of APS‘s 

wholesale FAC power sales3’ (and APS’s concomitant limited ability and incentive to 

engage in abusive conduct) the burden of tying FAC calculations to market prices where 

purchased power is at issue does not appear to be warranted. However, in order to 

mitigate even the remote possibility of harm to ApS’s FAC customers, APS proposes to 

cap the monthly expense of fossil and nuclear fuel and the net energy cost of certain 

power purchases38 at the lesser of actual cost, or historical cost based upon an average of 

1998 and 1999 fuel and eligible purchased power costs for the relevant monthly period. 

APS’s FAC costs in these years should provide a reasonable cap for these contracts; 

APS’s wholesale FAC customers will receive the benefit of actual FAC costs if they are 

lower than the applicable monthly average from 1998-1 999 , but will be protected from 

the FAC pass-through of costs that exceed the proposed cap. Modified customer 

contracts and a sample re-calculation based on 1998-1999 fuel costs are included as 

Exhibits El and E2 to this Application. 

E. The Commission’s Filine Reauirements 

Consistent with the Commission’s requirements, PWCC commits that it will file 

quarterly transaction summaries and satisfy the Commission’s other standard reporting 

~ ~~ 

36 Proposed modifications to APS’s FACs are included as Exhibits El and E2 to this 
Application. 

37 APS sold 198 GWH of energy to wholesale customers with FAC contracts in 1999, with 
total energy-related revenues of $4.2 million. APS’s overall energy sales were 36,768 
GWH and its total electric revenues were $2,292 million. Thus, APS made less than 0.5% 
of its total kWh sales to FAC customers in 1999. 

Power purchases used in calculating the “F” component of the fuel cost adjustment factor. ’* 
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1 

requirements for affiliated power rnarkete~s.3~ Specifically, PWCC will file umbrella 

service agreements for short-term transactions (one year or less) within 30 days of the 

date of commencement of service, to be followed by quarterly transaction summaries for 

specific sales. For long-term transactions (longer than one year), the actual service 

agreement for each transaction 

s e ~ i c e . ~ '  

PWCC commits that it 

 year^.^' 

will be filed within 30 days after commencement of 

will file a revised market power analysis every three 

V. REQUEST FOR MODIFICATION OF APS AND APSES TARIFFS, 
CODES OF CONDUCT, AND RATE SCHEDULES AND SERVICE 
AGREEMENTS. 

APS and APSES have market rate tariffs and codes of conduct on file with the 

Commission. As noted above, the Pinnacle West Companies, including APS and APSES 

have no captive retail customers and have mitigated potential concerns with certain 

wholesale customers by effectively capping relevant energy price components based upon 

competitive regional hub prices, or where applicable, upon historic fuel clause 

calculations. APS and APSES therefore request that the Commission: (1) find that each 

of these entities have adequately mitigated any potential for affiliate abuse; (2) accept for 

filing the revised market-based rate tariffs included as Exhibits B and C hereto that permit 

39 See Southern Co. Services, Inc., 87 FERC 7 6 1,2 14 ( 1999); Horizon Energy Co., 8 1 FERC f 
61,368 (1997). 

40 Southern Co. Services, Inc., 87 FERC at 61,848-49. 

4 1  See Morgan SfanZey Capital Group, Inc., 69 FERC 7 61,175 (1994) (as clarified in 
Engelhard Power Marketing, Inc., 70 FERC f 61,250 (1995)). 
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sales to affiliates; and (3) permit APS and APSES to modify their existing codes of 

conduct as discussed above and as set forth in Exhibits €3 and C. 

In furtherance of its commitments to wholesale customers, APS also submits 

revised sheets to the rate schedules and service agreements reflecting M S ’ s  commitment 

to tie SIC and FAC clauses included in its contracts to regional hub prices or historical 

costs, as appropriate. The revised rate schedules and service agreements are included in 

Exhibits D and E to this Application. APS requests that the Commission accept these 

revised sheets for filing. 

VI. REQUEST FOR EFFECTIVE DATE AND WAIVERS 

Consistent with the Commission’s decisions in previous power marketer cases, 

PWCC respectfully requests that the Commission waive the following requirements of 

the Commission’s regulations: (1) the accounting and reporting requirements under Parts 

41, 101, and 141 of the Commission’s regulations; (2) the interlocking directorate filing 

requirements under Part 45 of the Commission’s regulations, or, alternatively, permission 

to file abbreviated filings with respect to interlocking directorates under Part 45; (3) the 

filing requirements of Subparts B and C of Part 35 of the Commission’s regulations, 

other than Sections 35.12(a), 35.13(b), 35.15 and 35.16; and (4) blanket authorization 
r: ! r.”: 4 

under Part 34 of all future issuances of securities and assumptions of obligations or 

liabilities as guarantor, endorser, surety or otherwise in respect of any security of any 

person.42 Pursuant to Section 35.3(a) of the Commission’s regulations, PWCC 

respectfully requests that the Commission accept the Market Rate Tariff for filing and 

e 42 See, e.g., AES Huntington Beach, L.L.C., 83 FERC fi 61,100 (1998). 
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permit it to become effective the earlier of either sixty days afier the date of this filing or 

the date upon which the Commission grants acceptance. 

VII. CONCLUSION 

The Pinnacle West Companies request that the Commission issue an order 

granting: (1) authorization for PWCC to engage in wholesale sales of electric power at 

market-based rates, including market-rate sales to its affiliates and sales of ancillary 

services at market-based rates in the California market; (2) acceptance of PWCC‘s e?.. 

request for permission to reassign transmission capacity; (3) acceptance of the PWCC 

Market Rate Tariff for filing effective the earlier of sixty days after the filing of this 

application or upon issuance of an order accepting the Tariff for filing; (4) acceptance of 

the proposed modifications to the code of conduct requirements applicable to the Pinnacle 

West Companies, conditioned on the commitments proposed herein; ( 5 )  acceptance of the 0 
revised APS and APSES market-based rate tariffs included as Exhibits B and C hereto, 

(6 )  acceptance for filing of the revised wholesale rate schedules and service agreements 
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included in Exhibits D and E hereto; (7) certain blanket authorizations; and (8) certain 

waivers of the Commission’s regulations as requested herein. 

Respectfully submitted, 

Mary Ann K. Huntington 
Alex M. Schnell 

Washington, D.C. 20036 
Phone: (202) 467-7000 

Barbara Muller Champion. Senior Attorney 
Pinnacle West Capital Corporation 
P.O. Box 53999 
Mail Station 8695 
Phoenix, Arizona 8 5 072 -3 999 
Phone: (602) 250-3547 

Attorneys for 
Pinnacle West Capital Corporation 

Dated: April 2 1,2000 
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2. 

Pinnacle West CaDital Cornoration 

MARKET-BASED RATE TARIFF 

Availability: Pinnacle West Capital Corporation (L'PWCC'') 
makes electric capacity or energy available for sale for resale under 
this Rate Schedule to any purchaser. 

ADDlicabilitv: This schedule is applicable to all sales of electric 
capacity or energy by PWCC not otherwise subject to a particular 
rate schedule of PWCC. 

This schedule is also available for purchases by the California 
Independent System Operator Corporation and its suppliers and 
market participants of Replacement Reserve Service and the 
following ancillary services as defined by the Commission: 
Regulation and Frequency Response Service, Energy Imbalance 
Service, Operating Reserve-Spinning Reserve Service, and 
Operating Reserve-Supplemental Reserve Service. 

This schedule also is applicable to the reassignment of 
transmission capacity, transmission rights and associated ancillary 
services, that PWCC has acquired for its own use on the 
transmission systems of transmission providers. 't 

3. Rates: All sales of electric capacity or energy shall be made at 
rates established by agreement between the purchaser and PWCC. 

4. Other Terms and Conditions: 

All other terms and conditions shall be established by agreement 
between the purchaser and PWCC. 

5.  Effective Date: 

This Rate Schedule shall be effective on the date established by 
FERC. 



6.  Reassignment of Transmission Rights: 

PWCC may reassign transmission capacity, transmission rights, 
and associated ancillary services that it has reserved for its own use 
at a price not to exceed the highest of: (1) the original transmission 
rate paid by PWCC; (2) the applicable transmission provider’s 
maximum stated firm transmission rate on file at the time of the 
transmission reassignment; or (3) PWCC’s own opportunity costs, 
capped at the applicable transmission provider’s cost of expansion 
at the time of the sale to the eligible customer. PWCC will not 
recover opportunity costs in connection with reassignment without 
making a separate filing under Section 205. Except for the price, 
the terms and conditions under which the reassignment is made 
shall be under the terms and conditions governing the original 
grant by the transmission provider. Transmission and associated 
ancillary services may only be reassigned to a customer eligible to 
take service under the transmission provider’s open access 
transmission tariff or other transmission rate schedules. PWCC 
will report the name of the assignee in its quarterly reports. 
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Pinnacle West CaDital Comoration 

MARKET-BASED RATE TARIFF 

SERVICE AGREEMENT 

This Service Agreement, dated as of , is entered 

into by and between Pinnacle West Capital Corporation (“PWCC”) and 

(“Customer”), pursuant to PWCC’s Market-Based Rate 

Tariff, FERC Electric Tariff No. 1 (“Tariff). 

Each transaction hereunder will be carried out under terms and conditions as 

agreed upon by PWCC and the Customer in accordance with the terms and conditions of 

the Tariff. 

IN WITNESS WHEREOF, PWCC and Customer have caused this Service 

Agreement to be executed by their respective authorized officials as of the date first 

above written. 

Customer 

Customer 

Pinnacle West Capital 
Corporation 

Signature of Representative Date Signature of Representative Date 

Name of Representative 

Title of Representative 

Name of Representative 

Title of Representative 



Pinnacle West CaDital CorDoration 

STATEMENT OF POLICY AND CODE OF CONDUCT WITH RESPECT TO 
THE RELATIONSHIP BETWEEN 

PINNACLE WEST CAPITAL CORPORATION AND 
ARIZONA PUBLIC SERVICE COMPANY 

The following Code of Conduct will govern the relationship between Pinnacle 
West Capital Corporation (“PWCC”) and any other marketing affiliates that may be 
authorized by the Federal Energy Regulatory Commission to engage in sales for resale of 
energy and capacity at market-based rates (the “Marketing Affiliates”), and Arizona 
Public Service Company (“APS”). 

Marketiw of Power 

1. To the maximum extent practical, the employees of the Marketing 
Affiliates will operate separately from the employees of APS. 

2. Sales of any non-power goods or services by APS, including sales made 
through affiliated EWGs or QFs, to the Marketing Affiliates will be at the 
higher of cost or market price. 

3. Sales of any non-power goods or services by the Marketing Affiliates to 
APS will not be at a price above market. 

Brokering of Power 

To the extent Marketing Affiliates seek to broker power for APS: 

Marketing Affiliates will offer APS’s power first. 4. 

5 .  The arrangement between Marketing Affiliates and APS is non-exclusive. 

6. Marketing Affiliates will not accept any fees in conjunction with any 
brokering services they perform for APS. 



ARIZONA PUBLIC SERVICE COMPANY 
MARKET RATE TARIFF NO. 1 

(MR-1) 

1 DEFINITIONS 

The following terms shall have the specified meaning when used in the Market Rate Tariff No. 1 

(“Tariff’) or in a Service Agreement: 

1.1 

1.2 

Commission: The Federal Energy Regulatory Commission. 

Customer: An entity that executes a Service Agreement under this Tariff. 

1.3 Service APreement: The initial agreement and any supplements thereto entered 

into by a Customer and Arizona Public Service Company (“APS”) for service 

under this Tariff. 

Tariff: This Market Rate Tariff No. 1 as it may be amended and/or superseded 1.4 

from time to time. t 

1.5 Transaction: An individual transaction scheduled pursuant to this Tariff and a 

Service Agreement. 

1.6 Party: 

collectively shall be referred to as “Parties.” 

References to a Party shall mean either APS or the Customer, or 

2 AVAILABILITY 

This Tariff is available for purchases of electric energy and/or capacity from APS. This 

Tariff is also available for purchases by the California Independent System Operator 

Corporation and its suppliers and market participants of Replacement Reserve Service 

and the following ancillary services as defined by the Commission: Regulation and 
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Frequency Response, Energy Imbalance, Operating Reserve - Spinning Reserve, and 

Operating Reserve - Supplemental Reserve. 

3 CHARACTER OF SERVICE 

APS may provide capacity and/or energy under this Tariff in varying amounts, at varying 

levels of firmness or priorities of service, for varying periods of service, and in 

accordance with varying delivery schedules, as agreed to between the Customer and APS. 

APS may also provide to the California Independent System Operator Corporation and its 

suppliers and market participants, at market based rates, Replacement Reserve Service 

and the following ancillary services as defined by the Commission: Regulation and 

Frequency Response, Energy Imbalance, Operating Reserve - Spinning Reserve, and 

Operating Reserve - Supplemental Reserve. 

4 RATES 

4.1 The rates for purchases under this Tariff shall be as agreed to by the Customer and 

APS. 

4.2 Transmission and Ancillary Services: 

4.2.1 When transmission and ancillary services to effectuate power sales 

transactions under APS' market-based tariff are to be obtained by APS, 

APS will file a service agreement placing itself under its open access 

transmission tariff. 
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4.2.2 When the customer itself is obtaining the transmission and ancillary 

services from APS on its own behalf, APS will file a service agreement 

placing the customer under its Open Access Transmission Tariff. 

5 SERVICE AGREEMENTS 

5.1 

5.2 

5.3 

Prior to the commencement of service to a new customer, APS and each new 

Customer will execute a Service Agreement. 

5.1.1 

5.1.2 

APS will file umbrella agreements for short-term transactions (one year or 

less) within 30 days of commencement of such service with the 

Commission. APS will file quarterly transaction summary reports of all 

short-term transactions under this Tariff stating separately the prices for 

generation, transmission, and ancillary services. 

For long-term transactions (longer than one year), the separate prices for 

generation, transmission and ancillary services will be included as part of 

the Service Agreement to be filed with the Commission within 30 days of 

commencement of service. 

\ 

APS may refuse, at its sole discretion, to enter into a Service Agreement or 

Transaction under this Tariff. APS is under no obligation to execute a Service 

Agreement to provide service hereunder. 

Acceptance of service by the Customer pursuant to a Service Agreement commits 

the Customer to the provisions of this Tariff and to the terms of the Service 

Agreement. 
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6 EXPANSION OF FACILITIES 

APS will have no obligation under this Tariff or any Service Agreement executed 

hereunder to plan its system, to enlarge or modify its facilities or operate its system in 

such a manner in order to provide or maintain energy and/or capacity sold hereunder. 

7 REASSIGNMENT OF TRANSMISSION RIGHTS 

APS may reassign transmission capacity, transmission rights, and associated ancillary 

services that it has reserved for its own use at a price not to exceed the highest of: (1) the 

original transmission rate paid by APS; (2) the applicable transmission provider's 

maximum stated firm transmission rate on file at the time of the transmission 

0 reassignment; or (3) APS' own opportunity costs, capped at the applicable transmission 

providers' cost of expansion at the time of the sale to the eligible customer. APS wilt not 

recover opportunity costs in connection with reassignment without making a separate 

filing under Section 205. Except for the price, the terms and conditions under which the 

reassignment is made shall be under the terms and conditions governing the original grant 

by the transmission provider. Transmission and associated ancillary services may only be 

reassigned to a customer eligible to take service under the transmission provider's open 

access transmission tariff or other transmission rate schedules. APS will report the name 

of the assignee in its quarterly reports. 

8 REVISIONS TO TARIFF 

APS may file revisions to this Tariff with the Commission. Nothing contained in this 

Tariff shall be construed as effecting or limiting in any way the right of APS to 0 
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unilaterally file with the Commission for a change in any aspect of this Tariff under 

Section 205 or 206 of the Federal Power Act pursuant to the Commission’s Rules and 

Regulations promulgated thereunder. 
I 

9 EFFECTIVE DATE 

This Tariff shall be effective on the date established by the Commission. 

”,- 



FORM OF SERVICE AGREEMENT 

This Service Agreement, dated as of , is entered into by 

and between Arizona Public Service Company (Tompany”), and 

(“Customer”), pursuant to the Company‘s Market Rate Tariff No. 1 (“Tariff’). 

Each transaction hereunder shall be carried out under terms and conditions as agreed 

upon by the Company and Customer in accordance with the terms and conditions of the Tariff. 

In the event the Customer requests that APS’ Merchant Group secure on the Customer‘s 

behalf transmission services and ancillary services required to effect transactions of power and/or 

energy under this Tariff, the Customer shall designate below the transmission and ancillary 

services needed: 

Network Integration Transmission Service: 0 

Firm Point-to-Point Transmission Service: 

P Monthly 0 Weekly # Daily 

Non-Firm Point-to-Point Service: 

0 On-Peak # Off-peak 

Anciliary Services: 

0 Scheduling, System Control & Dispatch Service 

P Reactive Supply & Voltage Control from Generation Sources Service 

0 Regulation & Frequency Response Service 

P Energy Imbalance Service 

P Operating Reserve - Spinning Reserve Service 

P Operating Reserve - Supplemental Reserve Service 

Customer shall incur no obligation by requesting that services be made available. 

Accepted by FERC ,2000 



IN WITNESS WHEREOF, Company and Customer have caused this Service 

Agreement to be executed by their respective authorized officials as of the date first above 

written. 

ARIZONA PUBLIC SERVICE COMPANY 
(Customer) 

By: By: 

Title: Title: 

-7-2 

i. . Date: Date: 



Arizona Public Service ComDanv 

STATEMENT OF POLICY AND CODE OF CONDUCT WITH RESPECT TO 
THE RELATIONSHIP BETWEEN 

ARIZONA PUBLIC SERVICE COMPANY AND 
IT’S MARKETING AFFILIATES 

The following Code of Conduct will govern Arizona Public Service Company’s 
(“APS”’) relationship with APS Energy Services Company, Inc. (“APSES”), Pinnacle 
West Capital Corporation (“PWCC”), and any other marketing affiliates that may be 
authorized by the Federal Energy Regulatory Commission to engage in sales for resale of 
energy and capacity at market-based rates (the “Marketing Affiliates”). 

Marketinv of Power 

1. To the maximum extent practical, the employees of the Marketing 
Affiliates will operate separately from the employees of APS. 

2. Sales of any non-power goods or services by APS, including sales made 
through affiliated EWGs or QFs, to the Marketing Affiliates will be at the 
higher of cost or market price. 

3. Sales of any non-power goods or services by the Marketing Affiliates to 
APS will not be at a price above market. 

Brokeriw of Power 

1. To the extent APS brokers power sales for the Marketing Affiliates, APS 
will offer its own power first. 

2. APS will charge its Marketing Affiliates the higher of APS’ cost for 
brokering services or the market rate for such services. APS will post the 
actual brokering charges imposed. 



a ARIZONA PUBLIC SERVICE COMPANY 
MARKET RATE TARIFF NO, I 

(MR-1) 

1 DEFINITIONS 

The following terms shall have the specified meaning when used in the Market Rate Tariff No. 1 

(“Tariff’) or in a Service Agreement: 

2 

1.1 

1.2 

1.3 

1.4 

1.5 

1.6 

-: The Federal Energy Regulatory Commission. . .  

Customer: An entity that executes a Service Agreement under this Tariff. 

Service &geema: The initial agreement and any supplements thereto entered 

into by a Customer and Arizona Public Service Company (“APS”) for service 

under this Tariff. 

Tariff: This Market Rate Tariff No. 1 as it may be amended andor superseded 

from time to time. 

Transachou : An individual transaction scheduled pursuant to this Tariff and a 
t 

Service Agreement. 

m: References to a Party shall mean either APS or the Customer, or 

collectively shall be referred to as “Parties.” 

AVAILABILITY 

This Tariff is available for purchases of electric energy andor capacity from APS. 

This Tariff is also available for purchases by the California Independent System Operator 

Corporation and its suppliers and market participants of Replacement Reserve Service 

and the following ancillary services as defined by the Commission: Regulation and 

Frequency Response, Energy Imbalance, Operating Reserve - Spinning Reserve, and 

Operating Reserve - Supplemental Reserve. 
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33 CHARACTER OF SERVICE 

. APS may provide capacity andor energy under this Tariff in varying amounts, at varying 

levels of firmness or priorities of service, for varying periods of service, and in 

accordance with varying delivery schedules, as agreed to between the Customer and APS. 

APS may also provide to the California Independent System Operator Corporation and its 

suppliers and market participants, at market based rates, Replacement Reserve Service 

and the following ancillary services as defined by the Commission: Regulation and 

Frequency Response, Energy Imbalance, Operating Reserve - Spinning Reserve, and 

Operating Reserve - Supplemental Reserve. 

4 RATES t 

4.1 The rates for purchases under this Tariff shall be as agreed to by the Customer 

and APS. 

4.2 Transmission and Ancillary Services: 

4.2.1 When transmission and ancillary services to effectuate power sales 

transactions under APS' market-based tariff are to be obtained by APS, 

APS will file a service agreement placing itself under its open access 

transmission tariff. 

When the customer itself is obtaining the transmission and ancillary 

services from APS on its own behalf, APS will file a service agreement 

4.2.2 

placing the customer under its Open Access Transmission Tariff. 

5 SERVICE AGREEMENTS 
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7 

5.1 

5.2 

5.3 

Prior to the commencement of service to a new customer, APS and each new 

Customer will execute a Service Agreement. 

5.1.1 

5.1.2 

APS will file umbrella agreements for short-term transactions (one year or 

less) within 30 days of commencement of such service with the 

Commission. APS will file quarterly transaction summary reports of all 

short-term transactions under this Tariff stating separately the prices for 

generation, transmission, and ancillary services. 

For long-term transactions (longer than one year), the separate prices for 

generation, transmission and ancillary services will be included as part of 

the Service Agreement to be filed with the Commission within 30 days of 

commencement of service. 
I 

APS may refuse, at its sole discretion, to enter into a Service Agreement or 

Transaction under this Tariff. APS is under no obligation to execute a Service 

Agreement to provide service hereunder. 

Acceptance of service by the Customer pursuant to a Service Agreement commits 

the Customer to the provisions of this Tariff and to the terms of the Service 

Agreement. 

EXPANSION OF FACILITIES 

APS will have no obligation under this Tariff or any Service Agreement executed 

hereunder to plan its system, to enlarge or modify its facilities or operate its system in 

such a manner in order to provide or maintain energy and/or capacity sold hereunder. 

REASSIGNMENT OF TRANSMISSION RIGHTS 
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0 
APS may reassign transmission capacity, transmission rights, and associated ancillary 

services that it has reserved for its own use at a price not to exceed the highest of: (1) the 

original transmission rate paid by APS; (2) the applicable transmission provider’s 

maximum stated firm transmission rate on file at the time of the transmission 

reassignment; or (3) MS’ own opportunity costs, capped at the applicable transmission 

providers’ cost of expansion at the time of the sale to the eligible customer. APS will not 

recover opportunity costs in connection with reassignment without making a separate 

filing under Section 205. Except for the price, the terms and conditions under which the 

reassignment is made shall be under the terms and conditions governing the original grant 

by the transmission provider. Transmission and associated ancillary services may only 

be reassigned to a customer eligible to take service under the transmission provider’s 

open access transmission tariff or other transmission rate schedules. APS will report the 

name of the assignee in its quarterly reports. 

8 REVISIONS TO TARIFF 

APS may file revisions to this Tariff with the Commission. Nothing contained in this 

Tariff shall be construed as effecting or limiting in any way the right of APS to 

unilaterally file with the Commission for a change in any aspect of this Tariff under 

Section 205 or 206 of the Federal Power Act pursuant to the Commission’s Rules and 

Regulations promulgated thereunder. 

9 EFFECTIVE DATE 

This Tariff shall be effective on the date established by the Commission. 



Customer shall incur no obligation by requesting that services be made available. 0 
IN WITNESS WHEREOF, Company and Customer have caused this Service 

first above Agreement to be executed by their respective authorized officials as of the date 

written. 

ARIZONA PUBLIC SERVICE COMPANY 

By: By: 

Title: Title: 

(Customer) 

Date: Date: 
F 
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Arizona Public Service Companv 

STATEMENT OF POLICY AND CODE OF CONDUCT WITH RESPECT TO 
THE RELATIONSHIP BETWEEN 

ARIZONA PUBLIC SERVICE COMPANY AND 
IT’S MARKETING AFFILIATES 

The following Code of Conduct will govern 
Arizona Public Service CC 7 9  Company’s (“APS”’) relationship 
with APS Energy Services Company, Inc. (“APSES”) w, Pinnacle West Capital 
Corporation (“PWCC”), and any other marketing affiliates that may be authorized by 
the Federal Energy Regulatory Commission to engage in sales for resale of energy and 
capacity at market-based rates AAL?SE&j , (the “Marketing Affiliates”). 

Marketinp of Power 

1. To the maximum extent practical, the employees of the Marketing 
Affiliates will operate separately from the employees of APS. 

4. Sales of any non-power goods or services by APS, including sales made 
through affiliated EWGs or QFs, to the Marketing Affiliates will be at the 
higher of cost or market price. 

f43 3. Sales of any non-power goods or services by the Marketing Affiliates to 
APS will not be at a price above market. 

Brokering of Power 

1. To the extent APS brokers power sales for the Marketing Affiliates, APS 
will offer its own power first. 

2. APS will charge its Marketing Affiliates the higher of APS’ cost for 
brokering services or the market rate for such services. APS will post the 
actual brokering charges imposed. 
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APS Energy Services Company, Inc. 

Conformed Market-Based Rate Tariff, 

Conformed Code of Conduct, 

Red-Lined Market-Based Rate Tariff 

and 

Red-Lined Code of Conduct 



1. 

2. 

3. 

4. 

5. 

APS Enerw Services ComDanv, Inc. 

MARKET-BASED RATE TARIFF 

Availabilie: APS Energy Services Company, Inc. (“APSES”) 
makes electric capacity or energy available for sale for resale under 
this Rate Schedule to any purchaser. 

Applicability: This schedule is applicable to all sales of electric 
capacity or energy by APSES not otherwise subject to a particular 
rate schedule of APSES. 

This schedule is also available for purchases by the California 
Independent System Operator Corporation and its suppliers and 
market participants of Replacement Reserve Service and the 
following ancillary services as defined by the Commission: 
Regulation and Frequency Response Service, Energy Imbalance 
Service, Operating Reserve - Spinning Reserve Service, and 
Operating Reserve - Supplemental Reserve Service. 

This schedule also is applicable to the reassignment of 
transmission capacity, transmission rights and associated ancillary 
services, that APSES has acquired for its own use on the 
transmission systems of transmission providers. 

I 

Rates: All sales of electric capacity or energy shall be made at 
rates established by agreement between the purchaser and APSES. 

Other Terms and Conditions: 

All other terms and conditions shall be established by agreement 
between the purchaser and APSES. 

Effective Date: 

This Rate Schedule shall be effective on the date established by 
FERC. 



6. Reassignment of Transmission Rights: 

APSES may reassign transmission capacity, transmission rights, 
and associated ancillary services that it has reserved for its own use 
at a price not to exceed the highest of: (1) the original transmission 
rate paid by APSES; (2) the applicable transmission provider’s 
maximum stated firm transmission rate on file at the time of the 
transmission reassignment; or (3) APSES’S own opportunity costs, 
capped at the applicable transmission provider’s cost of expansion 
at the time of the sale to the eligible customer. APSES will not 
recover opportunity costs in connection with reassignment without 
making a separate filing under Section 205. Except for the price, 
the terms and conditions under which the reassignment is made 
shall be under the terms and conditions governing the original 
grant by the transmission provider. Transmission and associated 
ancillary services may only be reassigned to a customer eligible to 
take service under the transmission provider’s open access 
transmission tariff or other transmission rate schedules. APSES 
will report the name of the assignee in its quarterly reports. 



APS Enerw Services ComDanv, Inc. 

MARKET-BASED RATE TARIFF’ 

SERVICE AGREEMENT 

This Service Agreement, dated as of , is entered into 

by and between APS Energy Services Company, Inc. (“APSES”) and 

(“Customer”), pursuant to APSES’S Market-Based Rate 

Tariff, FERC Electric Tariff No. 1 (“Tariff). 

Each transaction hereunder will be carried out under terms and conditions as 

agreed upon by APSES and the Customer in accordance with the terms and conditions of 

the Tariff. 

IN WITNESS WHEREOF, APSES and Customer have caused this Service 

Agreement to be executed by their respective authorized officials as of the date first 

above written. 
I 

Customer APS Energy Services 
Company, Inc. 

Customer 

Signature of Representative Date Signature of Representative Date 

Name of Representative Name of Representative 

Title of Representative Title of Representative 



APS Enerw Services ComDanv, Inc. 

STATEMENT OF POLICY AND CODE OF CONDUCT WITH RESPECT TO 
THE RELATIONSHIP BETWEEN 

APS ENERGY SERVICES COMPANY, INC. AND 
ARIZONA PUBLIC SERVICE COMPANY 

The following Code of Conduct will govern the relationship between APS Energy 
Services Company, Inc. (“APSES”) and any other marketing affiliates that may be 
authorized by the Federal Energy Regulatory Commission to engage in sales for resale of 
energy and capacity at market-based rates (the “Marketing Affiliates”), and Arizona 
Public Service Company (“APS”). 

Marketing of Power 

1. To the maximum extent practical, the employees of the Marketing 
Affiliates will operate separately from the employees of APS. 

2. Sales of any non-power goods or services by APS, including sales made 
through affiliated EWGs or QFs, to the Marketing Affiliates will be at the 
higher of cost or market price. 

3. Sales of any non-power goods or services by the Marketing Affiliates to 
APS will not be at a price above market. 

Brokering of Power 

To the extent Marketing Affiliates seek to broker power for APS: 

Marketing Affiliates will offer APS’s power first. 

The arrangement between Marketing Affiliates and APS is non-exclusive. 

Marketing Affiliates will not accept any fees in conjunction with any 
brokering services they perform for APS. 

4. 

5 .  

6. 



A P S  Enerm Services ComDany. Inc. 

MARKET-BASED RATE TARIFF 

1. Availability: APS Energy Services Company, Inc. (“APSES”) 
makes electric capacity or energy available for sale for resale under 
this Rate Schedule to any purchaser. 

2. Apdicabilitv: This schedule is applicable to all sales of electric 
capacity or energy by APSES not otherwise subject to a particular 
rate schedule of A P S E S A  

This schedule is also available for purchases by the California 
Independent System Operator Corporation and its suppliers and 
market participants of Replacement Reserve Service and the 
following ancillary services as defined by the Commission: 
Regulation and Frequency Response Service, Energy Imbalance 
Service, Operating Reserve - Spinning Reserve Service, and 
Operating Reserve - Supplemental Reserve Service. 

This schedule also is applicable to the reassignment of 
transmission capacity, transmission rights and associated ancillary + 

services, that APSES has acquired for its own use on the 
transmission systems of transmission providers. 

3. - Rates: All sales of electric capacity or energy shall be made at 
rates established by agreement between the purchaser and APSES. 

4. Other Terms and Conditions: 

All other terms and conditions shall be established by agreement 
between the purchaser and APSES. 

5.  Effective Date: 

This Rate Schedule shall be effective on the date established by 
FERC. 



6 .  Reassignment of Transmission Rights: 

APSES may reassign transmission capacity, transmission rights, 
and associated ancillary services that it has reserved for its own use 
at a price not to exceed the highest of: (1) the original transmission 
rate paid by APSES; (2) the applicable transmission provider’s 
maximum stated firm transmission rate on file at the time of the 
transmission reassignment; or (3) APSES’S own opportunity costs, 
capped at the applicable transmission provider’s cost of expansion 
at the time of the sale to the eligible customer. APSES will not 
recover opportunity costs in connection with reassignment without 
making a separate filing under Section 205. Except for the price, 
the terms and conditions under which the reassignment is made 
shall be under the terms and conditions governing the original 
grant by the transmission provider. Transmission and associated 
ancillary services may only be reassigned to a customer eligible to 
take service under the transmission provider’s open access 
transmission tariff or other transmission rate schedules. APSES 
will report the name of the assignee in its quarterly reports. 



APS Enerw Services ComDanv. Inc. 

MARKET-BASED RATE TARIFF 

SERVICE AGREEMENT 

This Service Agreement, dated as of 

s , is entered into by and 

between APS Energy Services Company, Inc. (“APSES”) and 

f 1 

(“Customer”), pursuant to APSES’S Market-Based Rate Tariff, FERC Electric Tariff No. 

1 (“Tariff”). 

Each transaction hereunder will be carried out under terms and conditions as 

agreed upon by APSES and the Customer in accordance with the terms and conditions of 

the Tariff. 

IN WITNESS WHEREOF, APSES and Customer have caused this Service 

Agreement to be executed by their respective authorized officials as of the date first 

above written. 

Customer APS Energy Services 
Company, Inc. 

Customer 

I 1 
I I 

Signature of Representative Date Signature of Representative Date 

w 
Name of Representative Name of Representative 



Title of Representative Title of Representative 



APS Enerpv Services ComDanv, Inc. 

STATEMENT OF POLICY AND CODE OF CONDUCT WITH RESPECT TO 
THE RELATIONSHIP BETWEEN 

APS ENERGY SERVICES COMPANY, INC. AND 
ARIZONA PUBLIC SERVICE COMPANY 

The following Code of Conduct will govern the relationship between ## APS 
Energy Services Company, Inc. (“APSES”) and any other 
affiliates that may be authorized by the Federal Energy Regulatory Commission to 
engage in sales for resale of energy and capacity at market-based rates &e@kw&h 
APSES#he “Marketing Affiliates”), and 

marketing 

Arizona Public Service Company 
(,,APS”). 

Marketinp of Power 

1. To the maximum extent practical, the employees of the Marketing 
Affiliates will operate separately from the employees of APS. 

#. Sales of any non-power goods or services by APS, including sales made 
through affiliated EWGs or QFs, to the Marketing Affiliates will be at the 
higher of cost or market price. 

f43 3. Sales of any non-power goods or services by the Marketing Affiliates to 
APS will not be at a price above market. 

Brokerin? of Power 

To the extent Marketing Affiliates seek to broker power for APS: 

4. Marketing Affiliates will offer APS’s power first. 

5. The arrangement between Marketing Affiliates and APS is non- 
exclusive. 

Marketing Affiliates will not accept any fees in conjunction with any 
brokering services they perform for APS. 

6. 
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Appendix A-1 

ARIZONA PUBLIC SERVICE COMPANY 

Units Most Likely To Particiuate Methodology 

Determination of Ceiling Rates Applicable to Sales of Coordination Power and Energy Under Service 
Schedule A. 

A. 

I. 

Generation Related Rate Component: 

For sales of Coordination Power and Energy made by APS from certain APS resources, Purchaser 
shall pay a charge for unbundled generation related service not to exceed the following amounts to 
APS for Power and Energy supplied under Service Schedule A: 

Maximum Demand Charge: 

Annual $ 60.93kW 
Monthly $ 5.08kW 
Weekly $ 1.17kW 
Daily $ 0.23/kW2 
Hourly $ 0.0144/kW3 

plus 

Energy Charge: 

a) no less than 100% of APS’ System Incremental Costs (SIC); plus 
b) up to 10% of SIC 

Provided, however, the monthly ceiling rate as defined above shall be the lesser of this rate: (i) developed 
utilizing the aggregate of APS‘ actual hourly SIC values during the month, or (ii) the rate as developed 
utilizing an aggregate of an hourly cents/kWh index in lieu of SIC. The hourly centskWh index shall be 
based on a Palo Verde Shaped Index4. 

The Maximum Demand Charge for weekly, daily and hourly periods were computed utilizing the “AEP 
methodology. 

The Daily rate of $0.23/kW shall not exceed the product of the number of kilowatts sold for a week 
multiplied by the maximum weekly demand charge of $1.17/kW. 

The hourly rate of $O.O144/kW shall not exceed the product of the number of kilowatts sold for a day 
multiplied by the maximum daily demand charge of $0.23kW, and also not exceed the product of the 
number of kilowatts sold for a week multiplied by the maximum weekly demand charge of $1.17/kW. e 

The Hourly Palo Verde Shaped Index shall be determined as shown on Table A. 
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11. When a sale of Coordination Power and Energy made by APS is conditioned upon APS acquiring 
Purchased Power, Purchaser shall pay the following amounts to APS for Power and Energy supplied 
under this Service Schedule A: 

a) APS’ actual Purchased Power costs 

HI. Purchaser shall also be responsible for any taxes, purchased power costs, and for any other costs 
incurred by APS in hlfiiling its obligations for Coordination Power under this Service Schedule A 
which otherwise would not have been incurred. 

B. Transmission and Ancillarv Service Rate ComDonents: 

I. Purchaser shall be required to secure transmission and ancillary services from APS’ Transmission 
Group on its own behalf. If Purchaser obtains the required transmission and ancillary services, APS 
shall file a service agreement with the FERC placing the Purchaser under APS’ Open Access 
Transmission Tariff. All pertinent arrangements for such services can be made directly with APS’ 
Transmission Group personnel at: 

J 

Arizona Public Service Company 
P.O. Box 53999; Station 2260 
Phoenix, Arizona 85072-3999 
Facsimile No. (602) 250-1 127 

11. In the alternative, Purchaser may request that APS’ Merchant Group secure all transmission and 
ancillary services under APS’ Open Access Transmission Tariff required to effect service to 
Purchaser. APS’ Merchant Group shall have the option to decline such requests. 

Should the APS Merchant Group secure all transmission and related services, an appropriate Open 
Access Transmission Tariff Service Agreement shall be filed with the Federal Energy Regulatory 
Commission. 

The unbundled rate components for each transmission and ancillary service assessed to the 
Purchaser for Power and/or Energy under this Electric Coordination Tariff No. 1 are listed on 
Attachment A. 
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Appendix A-2 

ARIZONA PUBLIC SERVICE COMP \NY 

Unit Revenue Constraint Methodology 

Determination of Ceiling Rates Applicable to Sales of Coordination Power and Energy Under Service 
Schedule A 

A. Generation Related Rate Component: 

1. For sales of Coordination Power and Energy made by APS based on the costs of Palo Verde Unit No. 
3, Purchaser shall pay a charge for unbundled generation related service not to exceed the following 
amounts to APS for Power and Energy supplied under Service Schedule A: 

Maximum Demand Charge:5 

Annual $ 438.80kW 
Monthly $ 36.57kW 
Weekly $ 8.44kW 
Daily $ 1.69kW6 
Hourly $ 0.1056kW7 

plus 

Energy Charge: 

a) no less than 100% of APS’ System Incremental Costs (SIC), plus 
b) up to 10% of SIC 

Note A: The total charges for Power and Energy shall not exceed the product of the requested 
demand (kW) multiplied by the applicable Maximum Demand Charge in Section I 
above, plus the variable costs of Palo Verde Unit No. 3 (based on the second 
previous month’s cost data), and not withstanding the foregoing, a floor equal to 
100% of APS’ System Incremental Cost. 

Note B: The total amount of Power available for sales by APS under this Service Schedule 
and under other APS tariffs and agreements, for which the agreed upon demand 

The Maximum Demand Charge for weekly, daily and hourly periods were computed utilizing the “AEP 
methodology. 

The Daily rate of $1.69kW shall not exceed the product of the number of kilowatts sold for a week 
multiplied by the maximum weekly demand charge of $8.44kW. 

The hourly rate of $0.1056kW shall not exceed the product of the number of kilowatts sold for a day 
multiplied by the maximum daily demand charge of $1.69kW, and also not exceed the product of the 
number of kilowatts sold for a week multiplied by the maximum weekly demand charge of $8.44kW. 
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charge is determined based on Palo Verde Unit No. 3, is limited to 370 MWs (APS’ 
share of Palo Verde No. 3) on an houdy basis. 

Provided, however, the monthly ceiling rate and the monthly floor rate as defined above shall be the lesser 
of these rates: (i) developed utilizing the aggregate of APS’ actual hourly SIC values during the month, or 
(ii) the rates as developed utilizing an aggregate of an hourly cents/kWh index in lieu of SIC. The hourly 
centskwh index shall be based on a Palo Verde Shaped Index8. 

11. When a sale of Coordination Power and Energy made by APS is conditioned upon APS acquiring 
Purchased Power, Purchaser shall pay the following amounts to APS for Power and Energy supplied 
under this Service Schedule A: 

a) APS’ actual Purchased Power costs 

111. Purchaser shall also be responsible for any taxes, purchased power costs, and for any other costs 
incurred by APS in fulfilling its obligations for Coordination Power under this Service Schedule A 
which otherwise would not have been incurred. 

3. Transmission and Ancillarv Service Rate Components: 

I. Purchaser shall be required to secure transmission and ancillary services from APS’ Transmission 
Group on its own behalf. If Purchaser obtains the required transmission and ancillary services, APS 
shall file a service agreement with the FERC placing the Purchaser under APS’ Open Access 
Transmission Tariff. All pertinent arrangements for such services can be made directly with APS’ 
Transmission Group personnel at: 

Arizona Public Service Company 
P.O. Box 53999; Station 2260 
Phoenix, Arizona 85072-3999 
Facsimile No. (602) 250-1 127 

11. In the alternative, Purchaser may request that APS’ Merchant Group secure all transmission and 
ancillary services under APS’ Open Access Transmission Tariff required to effect service to Purchaser. 
APS’ Merchant Group shall have the option to decline such requests. 

Should the APS Merchant Group secure all transmission and related services, an appropriate Open 
Access Transmission Tariff Service Agreement shall be filed with the Federal Energy Regulatory 
Commission. 

The unbundled rate components for each transmission and ancillary service assessed to the Purchaser 
for Power and/or Energy under this Electric Coordination Tariff No. 1 are listed on Attachment A. 

The Hourly Palo Verde Shaped Index shall be determined as shown on Table A. 
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A. 

I.  

‘* Appendix B-1 

ARIZONA PUBLIC SERVICE COMPANY 

Units Most Likely to Particiuate Methodolo~y 

Determination of Ceiling Rates Applicable to Non-Returned Power and Energy Under Service 
Schedule B 

Generation Related Rate Component: 

For sales of non-returned Power and Energy exchange deliveries made by APS from certain APS 
resources, Purchaser shall pay a charge for unbundled generation related service not to exceed the 
following amounts to APS for Power and Energy supplied under this Service Schedule B: 

Maximum Demand Charge: 1 

Annual $ 60.93kW 
Monthly $ 5.08kW 
Weekly $ 1.17kW 
Daily $ 0.23/kW2 
Hourly $ 0.0144JkW3 

plus 

Energy Charge: 

a) no less than 100% of APS’ System Incremental Costs (SIC), plus 
b) up to 10% of SIC 

Provided, however, the monthly ceiling rate as defined above shall be the lesser of this rate: (i) developed 
utilizing the aggregate of APS‘ actual hourly SIC values during the month, or (ii) the rate as developed 
utilizing an aggregate of an hourly centskWh index in lieu of SIC. The hourly centskWh index shall be 
based on a Palo Verde Shaped Index4. 

The Maximum Demand Charge for weekly, daily and hourly periods were computed utilizing the “AEP” 
methodology. 

2 The Daily rate of $0.23kW shall not exceed the product of the number of kilowatts sold for a week 
multiplied by the maximum weekly demand charge of $1.17kW. 

The hourly rate of $O.O144kW shall not exceed the product of the number of kilowatts sold for a day 
multiplied by the maximum daily demand charge of $0.23kW, and also not exceed the product of the 
number of kilowatts sold for a week multiplied by the maximum weekly demand charge of $1.17kW. 

The Hourly Palo Verde Shaped Index shall be determined as shown on Table A. 
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11. When a sale of Coordination Power and Energy made by APS is conditioned upon APS acquiring 
Purchased Power, Purchaser shall pay the following amounts to APS for Power and Energv supplied 
under this Service Schedule B: 

a) APS’ actual Purchased Power costs 

111. Purchaser shall also be responsible for any taxes, purchased power costs, and for any other costs 
incurred by APS in fulfilling its obligations for Coordination Power under this Service Schedule B 
which otherwise would not have been incurred. 

B. Transmission and Ancillarv Service Rate Components: 

I. The Parties recognize that separate arrangements must be made for all required transmission and 
ancillary services associated with Power and Energy Exchange transactions. The Parties may negotiate 
the responsibility for costs related to all required transmission and ancillary services. If Purchaser 
obtains the required transmission and ancillary services, APS shall file a service agreement with the 
FERC placing the Purchaser under APS’ Open Access Transmission Tariff. All pertinent 
arrangements for such services can be made directly with APS’ Transmission Group personnel at: 

Arizona Public Service Company 
P.O. Box 53999; Station 2260 
Phoenix, Arizona 85072-3999 
Facsimile No. (602) 250-1 127 

11. In the alternative, Purchaser may request that APS’ Merchant Group secure all transmission and 
ancillary services under APS’ Open Access Transmission Tariff required to effect service to Purchaser.‘ 
APS’ Merchant Group shall have the option to decline such requests. 

Should the APS Merchant Group secure all transmission and related services, an appropriate Open 
Access Transmission Tariff Service Agreement shall be filed with the Federal Energy Regulatory 
Commission. 

The unbundled rate components for each transmission and ancillary service assessed to the 
Purchaser for Power and/or Energy under this Electric Coordination Tariff No. 1 are listed on 
Attachment A. 
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Appendix B-2 

ARIZONA PUBLIC SERVICE COMPANY 

Unit Revenue Constraint Methodology 

Determination of Ceiling Rates Applicable to Non-Returned Power and Energy Under Service 
Schedule B 

A. 

I. 

Generation Related Rate Component: 

For sales of non-returned Power and Energy exchange deliveries made by APS based on the costs of 
Palo Verde Unit No. 3, Purchaser shall pay a charge for unbundled generation related service not to 
exceed the following amounts to APS for Power and Energy supplied under this Service Schedule B: 

Maximum Demand Charge? 

Annual $ 438.8OkW 
Monthly $ 36.57kW 
Weekly $ 8.44kW 
Daily $ 1.69/kW6 
Hourly $ 0.1056kW7 

plus 

Energy Charge: 

a) no less than 100% of APS’ System Incremental Costs (SIC), plus 
b) up to 10% of SIC 

Note A: The total charges for Power and Energy shall not exceed the product of the requested 
demand (kW) multiplied by the applicable Maximum Demand Charge in Section I 
above, plus the variable costs of Palo Verde Unit No. 3 (based on the second 
previous month’s cost data), and not withstanding the foregoing, a floor equal to 
100% of APS’ System Incremental Cost. 

Note B: The total amount of Power available for sales by APS under this Service Schedule 
and under other APS tariffs and agreements, for which the agreed upon demand 

The Maximum Demand Charge for weekly, daily and hourly periods were computed utilizing the “AEP 
methodology. 

The Daily rate of $1.69/kW shall not exceed the product of the number of kilowatts sold for a week 
multiplied by the maximum weekly demand charge of $8.44/kW. 

The hourly rate of %0.1056/kW shall not exceed the product of the number of kilowatts sold for a day 
multiplied by the maximum daily demand charge of $1.69/kW, and also not exceed the product of the 
number of kilowatts sold for a week multiplied by the maximum weekly demand charge of $8.44/kW. 
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charge is determined based on Palo Verde Unit No. 3, is limited to 370 MWs (APS’ 
share of Palo Verde No. 3) on an hourly basis. 

Provided, however, the monthly ceiling rate and the monthly floor rate as defined above shall be the lesser 
of these rates: (i) developed utilizing the aggregate of APS’ actual hourly SIC values during the month, or 
(ii) the rates as developed utilizing an aggregate of an hourly centskWh index in lieu of SIC. The hourly 
centskWh index shall be based on a Palo Verde Shaped Index8. 

11. When a sale of Coordination Power and Energy made by APS is conditioned upon APS acquiring 
Purchased Power, Purchaser shall pay the following amounts to APS for Power and Energy supplied 
under this Service Schedule B: 

a) APS’ actual Purchased Power costs 

111. Purchaser shall also be responsible for any taxes, purchased power costs, and for any other costs 
incurred by APS in fulfilling its obligations for Coordination Power under this Service Schedu1e.B 
which otherwise would not have been incurred. 

B. 

I. 

11. 

Transmission and Ancillarv Service Rate ComDonents: 

The Parties recognize that separate arrangements must be made for all required transmission and 
ancillary services associated with Power and Energy Exchange transactions. The Parties may negotiate 
the responsibility for costs related to all required transmission and ancillary services. If Purchaser 
obtains the required transmission and ancillary services, APS shall file a service agreement with the 
FERC placing the Purchaser under APS’ Open Access Transmission Tariff. All pertinent 
arrangements for such services can be made directly with APS’ Transmission Group personnel at: 

Arizona Public Service Company 
P.O. Box 53999; Station 2260 
Phoenix, Arizona 85072-3999 
Facsimile No. (602) 250-1 127 

In the alternative, Purchaser may request that APS’ Merchant Group secure all transmission and 
ancillary services under APS’ Open Access Transmission Tariff required to effect service to Purchaser. 
APS’ Merchant Group shall have the option to decline such requests. 

Should the APS Merchant Group secure all transmission and related services, an appropriate Open 
Access Transmission Tariff Service Agreement shall be filed with the Federal Energy Regulatory 
Commission. 

The unbundled rate components for each transmission and ancillary service assessed to the 
Purchaser for Power and/or Energy under this Electric Coordination Tariff No. 1 are listed on 
Attachment A. 

* The Hourly Palo Verde Shaped Index shall be determined as shown on Table A. 
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Appendix A-1 

ARIZONA PUBLIC SERVICE COMPANY 

Units Most Likely To Partickate Methodoloey 

Determination of Ceiling Rates Applicable to Sales of Coordination Power and Energy Under Service 
Schedule A. 

A. Generation Related Rate ComDonent: 

I. For sales of Coordination Power and Energy made by APS from certain APS resources, Purchaser 
shall pay a charge for unbundled generation related service not to exceed the following amounts to 
APS for Power and Energy supplied under Service Schedule A: 

Maximum Demand Charge: 1 

Annual $ 60.93kW 
Monthly $ 5.08kW 
Weekly $ 1.17kW 
Daily $ 0.23kW2 
Hourly s 0.0144kw3 

plus 

Enerm Charge: 

a) no less than 100% of APS' System Incremental Costs (SIC); plus 
b) up to 10% of SIC 

I 
Provided, however, the monthly ceilinc rate as detined above shall be the lesser ofthis rate: ii) developed 
iitilixing the aggregate of APS' actual liourlv SIC values dtiriiie the month, or ( i i )  the rate as dewloped 
utilizing an aggregate of an hourly cents!kWh index in lieu of SIC. The h o u h  centslkh'h index shall be 
based on a Palo Verde Shaped Indexi. 

11. When a sale of Coordination Power and Energy made by APS is conditioned upon APS acquiring 
Purchased Power, Purchaser shall pay the following amounts to APS for Power and Energy supplied 
under this Service Schedule A: 

* The Maximum Demand Charge for weekly, daily and hourly periods were computed utilizing the "AEP" 
methodology. 

The Daily rate of $0.23/kW shall not exceed the product of the number of kilowatts sold for a week 
multiplied by the maximum weekly demand charge of $1.17/kW. 

The hourly rate of $O.O144kW shall not exceed the product of the number of kilowatts sold for a day 
multiplied by the maximum daily demand charge of $0.23/kW, and also not exceed the product of the 
number of kilowatts sold for a week multiplied by the maximum weekly demand charge of $1.17kW. 

4 -1hc tloiirlv Palo Vcrtle Shaped lndes shall bc dctcrmiticd 85 shown 011 'I'dbir A. I 
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. a) APS' actual Purchased Power costs 

111. Purchaser shall also be responsible for any taxes, purchased power costs, and for any other costs 
incurred by APS in fulfilling its obligations for Coordination Power under this Service Schedule A 
which otherwise would not have been incurred. 

B. Transmission and Ancillary Service Rate Components: 

I. Purchaser shall be required to secure transmission and ancillary services from APS' Transmission 
Group on its own behalf. If Purchaser obtains the required transmission and ancillary services, APS 
shall file a service agreement with the FERC placing the Purchaser under APS' Open Access 
Transmission Tariff. All pertinent arrangements for such services can be made directly with APS' 
Transmission Group personnel at: 

Arizona Public Service Company 
P.O. Box 53999; Station 2260 
Phoenix, Arizona 85072-3999 
Facsimile No. (602) 250-1 127 

11. In the alternative, Purchaser may request that APS' Merchant Group secure all transmission and 
ancillary services under APS' Open Access Transmission Tariff required to effect service to 
Purchaser. APS' Merchant Group shall have the option to decline such requests. 

Should the APS Merchant Group secure all transmission and related services, an appropriate Open 
Access Transmission Tariff Service Agreement shall be filed with the Federal Energy Regulatory 
Commission. 

The unbundled rate components for each transmission and ancillary service assessed to the 
Purchaser for Power andor Energy under this Electric Coordination Tariff No. 1 are listed on 
Attachment A. 
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Unit Revenue Constraint Methodology 

Determination of Ceiling Rates Applicable to Sales of Coordination Power and Energy Under Service 
Schedule A 

A. Generation Related Rate Component: 

I. For sales of Coordination Power and Energy made by APS based on the costs of Palo Verde Unit No. 
3, Purchaser shall pay a charge for unbundled generation related service not to exceed the following 
amounts to APS for Power and Energy supplied under Service Schedule A: 

Maximum Demand Charge: 5 

Annual S 438.80lkW 
Monthly $ 36.57kW 
Weekly S 8.44kW 
Daily $ 1.69kW6 
Hourly $ 0.1056kW7 

plus 

Energy Charge: 

a) no less than 100% of APS’ System Incremental Costs (SIC), plus 
b) up to 10% of SIC 

Note A: The total charges for Power and Energy shall not exceed th product of th requested 
demand (kW) multiplied by the applicable Maximum Demand Charge in Section I 
above, plus the variable costs of Palo Verde Unit No. 3 (based on the second 
previous month’s cost data), and not withstanding the foregoing, a floor equal to 
100% of APS’ System Incremental Cost. 

The total amount of Power available for sales by APS under this Service Schedule 
and under other APS tariffs and agreements, for which the agreed upon demand 

Note B: 

The Maximum Demand Charge for weekly, daily and hourly periods were computed utilizing the “AEP” 
methodology. 

The Daily rate of $1.69/kW shall not exceed the product of the number of kilowatts sold for a week 
multiplied by the maximum weekly demand charge of $8.44/kW. 

The hourly rate of $0.1056/kW shall not exceed the product of the number of kilowatts sold for a day 
multiplied by the maximum daily demand charge of $1.69/kW, and also not exceed the product of the 
number of kilowatts sold for a week multiplied by the maximum weekly demand charge of $8.44/kW. 
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Service Schedule A 

charge is determined based on Palo Verde Unit No. 3, is limited to 370 MWs (APS’ 
share of Palo Verde No. 3) on an hourly basis. 

Provided, bonever. the month ly  ceiiine rate and t h z  monthlv floor rate as &tined abobe shall be the lesser 
of tlicst: rates: ( i )  deleloped utilizing the aggregate of AI-”’ actual houri\. SIC values durinrr the month, or 
{ i i )  the rates as Jzwloned utilizing an apgegate of‘ an hoiirlv centsAM’h indc l  in lieu of SIC. ’The houri\. 
cetitskWfi index shall be based 011 a Palo Verde Shaped Inded. 

11. When a sale of Coordination Power and Energy made by APS is conditioned upon APS acquiring 
Purchased Power, Purchaser shall pay the following amounts to APS for Power and Energy supplied 
under this Service Schedule A: 

J a) APS’ actual Purchased Power costs 

111. Purchaser shall also be responsible for any taxes, purchased power costs, and for any other costs 
incurred by APS in fulfilling its obligations for Coordination Power under this Service Schedule A 
which otherwise would not have been incurred. 

B. Transmission and Ancillarv Service Rate Components: 

I .  Purchaser shall be required to secure transmission and ancillary services from APS’ Transmission 
Group on its own behalf. If Purchaser obtains the required transmission and ancillary services, APS 
shall file a service agreement with the FERC placing the Purchaser under APS’ Open Access 
Transmission Tariff. All pertinent arrangements for such services can be made directly with APS’ 
Transmission Group personnel at: 

Arizona Public Service Company 
P.O. Box 53999; Station 2260 
Phoenix, Arizona 85072-3999 
Facsimile No. (602) 250-1 127 

11. In the alternative, Purchaser may request that APS’ Merchant Group secure all transmission and 
ancillary services under APS’ Open Access Transmission Tariff required to effect service to Purchaser. 
APS’ Merchant Group shall have the option to decline such requests. 

Should the APS Merchant Group secure all transmission and related services, an appropriate Open 
Access Transmission Tariff Service Agreement shall be filed with the Federal Energy Regulatory 
Commission. 

The unbundled rate components for each transmission and ancillary service assessed to the Purchaser 
for Power andor Energy under this Electric Coordination Tariff No. I are listed on Attachment A. 
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Appendix B-1 

ARIZONA PUBLIC SERVICE COMPANY 

Units Most Likelv to Particiuate Methodolow 

Determination of Ceiling Rates Applicable to Non-Returned Power and Energy Under Service 
Schedule B 

A. Generation Related Rate Component: 

I. For sales of non-returned Power and Energy exchange deliveries made by APS from certain APS 
resources, Purchaser shall pay a charge for unbundled generation related service not to exceed the 
following amounts to APS for Power and Energy supplied under this Service Schedule B: 

Maximum Demand Charge: 1 

Annual $ 60.93kW 
Monthly $ 5.08kW 
Weekly $ 1.17kW 
Daily $ 0.23kW2 
Hourly $ 0.0144kW3 

plus 

Energ?, Charge: 

a) no less than 100% of APS' System Incremental Costs (SIC), plus 
b) up to 10% of SIC 

Provided. however, the nionthlv ceiliticr rate as defined above shall be the lesser of this rate: ( i )  developed 
utilizing the a"vmiite of APS' actual hourly SIC values during the month. or ( i i )  the rate 8s develoi~d 
utilizing an acgregate of an hourlv cents/kWh index in lieu of SIC. The houri?: centsikWli indcv shall be 
based on a Palo Vurde Shaped Jndcd. 

* The Maximum Demand Charge for weekly, daily and hourly periods were computed utilizing the "AEP" 
methodology. 

The Daily rate of $0.23/kW shall not exceed the product of the number of kilowatts sold for a week 
multiplied by the maximum weekly demand charge of $1.17kW. 

3 The hourly rate of $O.O144kW shall not exceed the product of the number of kilowatts sold for a day 
multiplied by the maximum daily demand charge of $0.23/kW, and also not exceed the product of the 
number ofkilowatts sold for a week muItiplied by the maximum weekly demand charge of $1.17/kW. 

~ I 
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11. When a sale of Coordination Power and Energy made by APS is conditioned upon APS acquiring 
Purchased Power, Purchaser shall pay the following amounts to APS for Power and Energy supplied 
under this Service Schedule B: 

a) APS’ actual Purchased Power costs 

111. Purchaser shall also be responsible for any taxes, purchased power costs, and for any other costs 
incurred by APS in fulfilling its obligations for Coordination Power under this Service Schedule B 
which otherwise would not have been incurred. 

B. 

I. 

11. 

Transmission and Ancillary Service Rate Components: 

The Parties recognize that separate arrangements must be made for all required transmission and 
ancillary services associated with Power and Energy Exchange transactions. The Parties may negotiate 
the responsibility for costs related to all required transmission and ancillary services. If Purchaser 
obtains the required transmission and ancillary services, APS shall file a service agreement with the 
FERC placing the Purchaser under APS’ Open Access Transmission Tariff. All pertinent 
arrangements for such services can be made directly with APS’ Transmission Group personnel at: 

Arizona Public Service Company 
P.O. Box 53999; Station 2260 
Phoenix, Arizona 85072-3999 
Facsimile No. (602) 250-1 127 

In the alternative, Purchaser may request that APS’ Merchant Group secure all transmission and‘ 
ancillary services under APS’ Open Access Transmission Tariff required to effect service to Purchaser. 
APS’ Merchant Group shall have the option to decline such requests. 

Should the APS Merchant Group secure all transmission and related services, an appropriate Open 
Access Transmission Tariff Service Agreement shall be filed with the Federal Energy Regulatory 
Commission. 

The unbundled rate components for each transmission and ancillary service assessed to the 
Purchaser for Power andor Energy under this Electric Coordination Tariff No. 1 are listed on 
Attachment A. 
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Appendix B-2 

ARIZONA PUBLIC SERVICE COMPANY 

Unit Revenue Constraint Methodology 

Determination of Ceiling Rates Applicable to Non-Returned Power and Energy Under Service 
Schedule B 

A. Generation Related Rate Component: 

I. For sales of non-returned Power and Energy exchange deliveries made by APS based on the costs of 
Palo Verde Unit No. 3, Purchaser shall pay a charge for unbundled generation related service not to 
exceed the following amounts to APS for Power and Energy supplied under this Service Schedule B: 

Maximum Demand C h a r ~ e : ~  

Annual $ 438.80kW 
Monthly $ 36.57kW 
Weekly $ 8.44kW 
Daily $ 1.69kW6 
Hourly $ 0.1056kW7 

plus 

Energv Charge: 

a) no less than 100% of APS’ System Incremental Costs (SIC), plus 
b) up to 10% of SIC 

Note A: The total charges for Power and Energy shall not exceed the product of the requested 
demand (kW) multiplied by the applicable Maximum Demand Charge in Section I 
above, plus the variable costs of Palo Verde Unit No. 3 (based on the second 
previous month’s cost data), and not withstanding the foregoing, a floor equal to 
100% of APS’ System Incremental Cost. 

Note B: The total amount of Power available for sales by APS under this Service Schedule 
and under other APS tariffs and agreements, for which the agreed upon demand 

The Maximum Demand Charge for weekly, daily and hourly periods were computed utilizing the “AEP” 
methodology. 

The Daily rate of $1.69/kW shall not exceed the product of the number of kilowatts sold for a week 
multiplied by the maximum weekly demand charge of S8.44kW. 

The hourly rate of $0.1056/kW shall not exceed the product of the number of kilowatts sold for a day 
multiplied by the maximum daily demand charge of $ I  .69kW, and also not exceed the product of the 
number of kilowatts sold for a week multiplied by the maximum weekly demand charge of $8.44/kW. 
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charge is determined based on Palo Verde Unit No. 3, is limited to 370 MWs (APS' 
share of Palo Verde No. 3) on an hourly basis. 

Provided. ho\+ever, the nionthlt ceilin(3 rate and the rnonthll, floor rate as dcfined above shall be the lesser 
of thew rates: (i) dcvelooed urilizinr the am-mite of' APS' actual hour[\ SIC values durine the mon th .  or 
(ii) the rates as devcloued utilizine an aeurcgate of an h o u r h  cents k\Vh indcx in lieu of SIC. The hourly 
cents'kWh index shall be based on a Palo Verde Shaped indzr;!. 

11. When a sale of Coordination Power and Energy made by APS is conditioned upon APS acquiring 
Purchased Power, Purchaser shall pay the following amounts to APS for Power and Energy supplied 
under this Service Schedule B: 

a) APS' actual Purchased Power costs 

111. Purchaser shall also be responsible for any taxes, purchased power costs, and for any other costs 
incurred by APS in fblfilling its obligations for Coordination Power under this Service Schedule B 
which otherwise would not have been incurred. 

B. Transmission and Ancillarv Service Rate Components: 

I. The Parties recognize that separate arrangements must be made for all required transmission and 
ancillary services associated with Power and Energy Exchange transactions. The Parties may negotiate 
the responsibility for costs related to all required transmission and ancillary services. If Purchaser 
obtains the required transmission and ancillary services, APS shall file a service agreement with the 
FERC placing the Purchaser under APS' Open Access Transmission Tariff. All pertinent' 
arrangements for such services can be made directly with APS' Transmission Group personnel at: 

Arizona Public Service Company 
P.O. Box 53999; Station 2260 
Phoenix, Arizona 85072-3999 
Facsimile No. (602) 250-1 127 

11. In the alternative, Purchaser may request that APS' Merchant Group secure all transmission and 
ancillary services under APS' Open Access Transmission Tariff required to effect service to Purchaser. 
APS' Merchant Group shall have the option to decline such requests. 

Should the APS Merchant Group secure all transmission and related services, an appropriate Open 
Access Transmission Tariff Service Agreement shall be filed with the Federal Energy Regulatory 
Commission. 

The unbundled rate components for each transmission and ancillary service assessed to the 
Purchaser for Power and/or Energy under this Electric Coordination Tariff No. 1 are listed on 
Attachment A. 
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Citizens utilities Company, APS-FERC Rate Schedule 225 
' ApS Contract NO. 48167 

SERVICE SCHEDULE A - WHOLESALE POWER 
TO THE 

POWER SERVICE AGREEMENT 
BETWEEN 

ARIZONA PUBLIC SERVICE COMPANY 
AND 

CITIZENS UTILITIES COMPANY 

EXHIBIT B 

DETERMINATION OF CEILING AND MINIMUM RATES APPLICABLE 
TO SALE OF WHOLESALE POWER UNDER SERVICE SCHEDULE A 

.Sales of Wholesale Power made by APS under the terms and conditions of Service Schedule A to the 
Wholesale Power Service Agreement shall be based on the costs of Palo Verde Unit No. 3. Citizens shall 
pay a charge not to exceed the following amounts to APS for power and energy supplied under Service 
Schedule A: 

Maximum Demand Charoe:' 
Annual $515.83/kW 
Monthly $ 42.99ikW 
Weekly $ 9.92kW 
Daily $ 1.98/kW2 
Hourly $ 0.1238/kW3 

plus 

Energy Charge: 

a) no less than 100% of APS' System Incremental Costs (SIC), plus 

b) up to 10% of SIC4 

Note A: The total charges for Power and Energy shall not exceed the product of the requested 
demand (kW) multiplied by the applicable Maximum Demand Charge in Section 1 above, plus the 
variable costs of Palo Verde Unit No. 3 (based on the second previous month's cost data), and not 
withstanding the foregoing, a floor equal to 100% of APS' System Incremental Cost. 

Note B: The total amount of Power available for sales by APS under this Service Schedule and 
under other APS tariffs and agreements, for which the agreed upon demand charge is determined 
based on Palo Verde Unit No. 3, is limited to 370 MW(APS' share of Palo Verde No. 3) on an 
hourly basis. 

11. The minimum charge for service under Service Schedule A shall be the SIC. 

Provided, however, the monthly ceiling rate and monthly minimum rate as defined in parts I and I1 above, shall be 
the lesser of these rates: (i) developed utilizing the aggregate of APS' actual hourly SIC values during the month, or 

' The Maximum Demand Charge for weekly, daily and hourly periods were computed utilizing the "AEP" methodology 
The Daily rate of $l.98/kW shall not exceed the product of the number of kilowatts sold for a week multiplied by the maximum weekly 

demand charge of S9.92kW. 
' The hourly rate of S0.1238kW shall not exceed the product of the number of kilowatts sold for a day multiplied by the maximum daily 
demand charge of  $1.98kW, and also not exceed the product of the number of kilowatts sold for a week multiplied by the maximum weekly 
demand charge of $9.92kW. 

Whenever the SIC for an hour is based on Purchased Power. the 10% mark-up shall be limited to one millkWh. 

B- 1 
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APS Contract NO. 48167 

(ii) the rates as developed utilizing the aggregate of hourly centskwh index in lieu of SIC. The hourly centskWh 
index shall be based on a Palo Verde Shaped Index5. 

111. Citizens shall also be responsible for purchased power costs, and for any other costs incurred by APS in 
fulfilling its obligations for power and energy under this Service Schedule A which otherwise would not 
have been incurred. 

e 



Citizens Utilities Company, APS-FERC Rate Schedule 225 
APS Contract No. 48168 

SERVICE SCHEDULE B 
(SUPPLEMENTAL CAPACITY) 

TO THE 
POWER SERVICE AGREEMENT 

BETWEEN 
ARIZONA PUBLIC SERVICE COMPANY 

AND 
CITIZENS UTILITIES COMPANY 

EXHIBIT A 

DETERMINATION OF CEILING AND MINIMUM RATES APPLICABLE 
TO SALE OF SUPPLEMENTAL CAPACITY UNDER SERVICE SCHEDULE B. 

I. Sales of Supplemental Capacity and related energy made by APS under the terms and conditions of Service 
Schedule B to the Wholesale Power Service Agreement from certain APS resources shall not exceed the following 
amounts: 

Maximum Demand Charge:' 
Annual $105.77kW 
Monthly $ 8.81kW 
Weekly $ 2.03kW 
Daily $ 0.41kW2 
Hourly $ 0.0256kW' 

plus 

Energy Charge: 

a) no less than 100% of APS' System. Incremental Costs (SIC), plus 
b) u p  to 10% of SIC4 

11. The minimum charge for service under Service Schedule B shall be the SIC. 

Provided, however, the monthly ceiling rate and monthly minimum rate as defined in parts I and I1 above, shall be 
the lesser of these rates: (i) developed utilizing the aggregate of APS' actual hourly SIC values during the month, or 
(ii) the rates as developed utilizing the aggregate of hourly centskWh index in lieu of SIC. The hourly cents/kWh 
index shall be based on a Palo Verde Shaped Index'. 

The Maximum Demand Charge for weekly, daily and hourly periods were computed utilizing the "AEP" methodology. 

The Daily rate of $0.41/kW shall not exceed the product of the number of kilowatts sold for a week multiplied by the maximum weekly 
demand charge of $2.03kW. 

The hourly rate of $O.O256kW shall not exceed the product of the number of kilowatts sold for a day multiplied by the maximum daily 
demand charge of SOdlkW,  and also not exceed the product of the number of kilowatts sold for a week multiplied by the 
weekly demand charge of 62.03kW. maximum 

Whenever the SIC for an hour is based on Purchased Power, the 10% mark-up shall be limited to one milllkWh. 

The Hourly Palo Verde Shaped Index shall be determined as shown on Table A. 

A- 1 
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111. Citizens shall also be responsible for purchased power costs, and for any other costs incurred by APS in 
fulfilling its obligations for supplemental capacity and energy under this Service Schedule B which 
otherwise would not have been incurred. 



Citizens Utilities Company, APs-FERC Rate schedule 225 
APS Contract No. 48169 

SERVICE SCHEDULE C - SUPPLEMENTAL PEAKING ENERGY 
TO THE 

POWER SERVICE AGREEMENT 
BETWEEN 

ARIZONA PUBLIC SERVICE COMPANY 
AND 

CITIZENS UTILITIES COMPANY 

EXHIBIT A 

DETERMINATION OF CEILING AND MINIMUM RATES APPLICABLE TO SALE OF SUPPLEMENTAL 
PEAKING ENERGY UNDER SERVICE SCHEDULE B 

I. Sales of Supplemental Peaking Energy made by APS under the terms and conditions of Service Schedule 
C to the Wholesale Power Service Agreement from certain APS resources shall not exceed the following 
amounts: 

Maximum Demand Charge:L 

Annual 
Monthly 
Weekly 
Daily 
Hourly 

plus 

$ 105.77kW 
$ 8.81kW 
S 2.03kW 
$ 0.41/kW2 
$ 0.0256kW' 

Energy Charge: 

a) no less than 100% of APS' System Incremental Costs 
(SIC), plus 

11. The minimum charge of service under Service Schedule C shall be the SIC. 

Provided, however, the monthly ceiling rate and monthly minimum rate as defined in parts I and I1 above, shall be 
the lesser of these rates: (i) developed utilizing the aggregate of APS' actual hourly SIC values during the month, 
or (ii) the rates as developed utilizing the aggregate of hourly centskWh index in lieu of SIC. The hourly 
centskWh index shall be based on a Palo Verde Shaped Index'. 

' The Maximum Demand Charge for weekly, daily and hourly periods were computed utilizing the "AEP" methodology. 

The Daily rate of $0.41/kW shall not exceed the product of the number of kilowatts sold for a week multiplied by the maximum weekly 
demand charge of $2.03/kW. 

' The hourly rate of $O.O256/kW shall not exceed the product of the number of kilowatts sold for a day multiplied by the maximum daily 
demand charge of SOJllkW, and also not exceed the product of the number ,of kilowatts sold for a week multiplied by the maximum 
weekly demand charge of S2.03kW. 

' Whenever the SIC for an hour is based on Purchased Power, the 10% mark-up shall be limited to one mill/kWh. 

'The Hourly Palo Verde Shaped Index shall be determined as shown on Table A. 



Citizens utilities Company, APS-FERC Rate Schedule 225 
APS Contract No. 48169 

111. Citizens shall also be responsible for purchased power costs, and for any other costs incurred by APS in 
fulfilling its obligations for supplemental peaking energy under this Service Schedule C which otherwise 
would not have been incurred. 
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Citizens Utilities Company, APS-FERC Rate Schedule 225 
APS contract NO. 48167 

e SERVICE SCHEDULE A - WHOLESALE POWER 
TO THE 

POWER SERVICE AGREEMENT 
BETWEEN 

ARIZONA PUBLIC SERVICE COMPANY 
AND 

CITIZENS UTILITIES COMPANY 

EXHIBIT B 

DETERMINATION OF CEILING AND MINIMUM RATES APPLICABLE 
TO SALE OF WHOLESALE POWER UNDER SERVICE SCHEDULE A 

@ 

Y ,  

I. .Sales of Wholesale Power made by APS under the terms and conditions of Service Schedule A to the 
Wholesale Power Service Agreement shall be based on the costs of Palo Verde Unit No. 3. Citizens shall 
pay a charge not to exceed the following amounts to APS for power and energy supplied under Service 
Schedule A: 

Maximum Demand Charge:' 
Annual $515.83kW 
Monthly $ 42.99kW 

$ 9.92kW 
$ 1.98kWz 

Weekly 
Daily 
Hourly $ 0.1238kW3 

plus 

Enerpv Charve: 

a) no less than 100% of APS' System Incremental Costs (SIC), plus 

b) up to 10% of SIC4 

Note A: The total charges for Power and Energy shall not exceed the product of the requested 
demand (kW) multiplied by the applicable Maximum Demand Charge in Section 1 above, plus the 
variable costs of Palo Verde Unit No. 3 (based on the second previous month's cost data), and not 
withstanding the foregoing, a floor equal to 100% of APS' System Incremental Cost. 

. 

Note B: The total amount of Power available for sales by APS under this Service Schedule and 
under other APS tariffs and agreements, for which the agreed upon demand charge is determined 
based on Palo Verde Unit No. 3, is limited to 370 MW(APS' share of Palo Verde No. 3) on an 
hourly basis. 

11. 

Provided, however. the niontlilv ceiline rate and monthly minimum rate as defined in  arts I and 11 above, sl~all bc 
the lesser of these rates: ( i )  developed utilizing the aagreeate of APS' actual hourly SIC values during the month, or 

The minimum charge for service under Service Schedule A shall be the SIC. 

The Maximum Demand Charge for weekly, daily and hourly periods were computed utilizing the "AEP" methodology 
The Daily rate of $1.98/kW shall not exceed the product of the number of kilowatts sold for a week multiplied by the maximum weekly 

demand charge of %9.92/kW. 
' The hourly rate of $0.1238/kW shall not exceed the product of the number of kilowatts sold for a day multiplied by the maximum daily 
demand charge of $1.98/kW, and also not exceed the product of the number of kilowatts sold for a week multiplied by the maximum weekly 
demand charge of S9.92kW. 

Whenever the SIC for an hour is based on Purchased Power, the 10% mark-up shall be limited to one mill/kWh. 

B - 1  



Citizens utilities Company, APS-FERC Rate Schedule 225 
APS Contract No. 48168 

SERVICE SCHEDULE B 
(SUPPLEMENTAL CAPACITY) 

TO THE 
POWER SERVICE AGREEMENT 

BETWEEN 
ARIZONA PUBLIC SERVICE COMPANY 

AND 
CITIZENS UTILITIES COMPANY 

EXHIBIT A 

DETERMINATION OF CEILING AND MINIMUM RATES APPLICABLE 
TO SALE OF SUPPLEMENTAL CAPACITY UNDER SERVICE SCHEDULE B. 

I. Sales of Supplemental Capacity and related energy made by APS under the terms and conditions of Service 
Schedule B to the Wholesale Power Service Agreement from certain APS resources shall not exceed the following 
amounts: 

Maximum Demand Charge:' 
Annual $105.77/kW 

Weekly $ 2.03kW 
Daily $ 0.41/kWz 
Hourly $ O.0256/kW3 

Monthly $ 8.81kW 

plus 

' Energy Charge: 

a) no less than 100% of APS' System. Incremental Costs (SIC), plus 
b) u p  to 10% of s1c4 

11. The minimum charge for service under Service Schedule B shall be the SIC. 

Provided. tiowever. the monthh ceiling rate and monthlv minimum rate as detined in parts I and I1 above. sliall be 
the lesser of  rliese rates: ( i )  de\eloped utilizing the aegregatc of APS' actual hourlr SIC balues durine thc month, or 
i r r )  thc raws as devclopcd utilizinz the aeercgate of Iiourlv ccnrs'kWlr index in lieu of SIC. The houri\ ccnts kWh 
index shall be bascd on a Palo Verde Shapcd Index:. 

,.. 

The Maximum Demand Charge for weekly, daily and hourly periods were computed utilizing the "AEP" methodology. 

' The Daily rate of $0.41kW shall not exceed the product of the number of kilowatts sold for a week multiplied by the maximum weekly 
demand charge of $2.03kW. 

The hourly rate of $O.O256kW shall not exceed the product of the number of kilowatts sold for a day multiplied by the maximum daily 
demand charge of SOdlkW, and also not exceed the product of the number of kilowatts sold for a week multiplied by the 
weekly demand charge of $2.03kW. maximum 

Whenever the SIC for an hour is based on Purchased Power, the 10% mark-up shall be limited to one millkWh. 

2 1 I!r I loiirh Pirlcr Verde Shaped lndcx shall hc dererrnlned ils shoun (111 1 able A. I 
A- 1 
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Citizens shall also be responsible for purchased power costs, and for any other costs incurred by APS in 
fulfilling its obligations for supplemental capacity and energy under this Service Schedule B which 
otherwise would not have been incurred. 

A- 2 



Citizens Utilities Company, APS-FERC Rate Schedule 225 
APS contract No. 48169 

SERVICE SCHEDULE C - SUPPLEMENTAL PEAKING ENERGY 
TO THE 

POWER SERVICE AGREEMENT 
BETWEEN 

ARIZONA PUBLIC SERVICE COMPANY 
AND 

CITIZENS UTILITIES COMPANY 

EXHIBIT A 

DETERMINATION OF CEILING AND MINIMUM RATES APPLICABLE TO SALE OF SUPPLEMENTAL 
PEAKING ENERGY UNDER SERVICE SCHEDULE B 

I. Sales of Supplemental Peaking Energy made by APS under the terms and conditions of Service Schedule 
C to the Wholesale Power Service Agreement from certain APS resources shall not exceed the following 
amounts: 

Maximum Demand Charge:l 

Annual 
Monthly 
Weekly 
Daily 
Hourly 

plus 

Energy Charge: 

$ 105.77kW 
$ 8.81kW 
$ 2.03kW 
$ 0.41kW2 
$ 0.0256kW' 

4 no less than 100% of APS' System Incremental Costs 
(SIC), plus 

11. The minimum charge of service under Service Schedule C shall be the SIC. 

Provided, however. the monthly ceiling rate and nionthh minimum rate a5 defined i n  parts I and I J  above, shall be 
the lesser of these rates: ( i )  develolied utilizing the aceregate of A PS' actual hourh SIC values during the month, 
or t i i )  the rates as dewloned utilizing the az'rre,qate o f  hour], cenrs'l;Wh indev in lieu of SIC. The hotrrlv 
cents'kU'h index shall be based on a Palo Verde Shaped Indev?. 

I The Maximum Demand Charge for weekly, daily and hourly periods were computed utilizing the "AEP methodology. 

The Daily rate of S0.4lkW shall not exceed the product of the number of kilowatts sold for a week multiplied by the maximum weekly 
demand charge of S2.03kW. 

The hourly rate of S0.0256kW shall not exceed the product of the number of kilowatts sold for a day multiplied by the maximum daily 
demand charge of S0.4l/kW, and also not exceed the product of the number of kilowatts sold for a week multiplied by the maximum 
weekly demand charge of S2.03kW. 

' Whenever the SIC for an hour is based on Purchased Power, the 10% mark-up shall be limited to one mill/kWh. 

2 '1 he ilourl\ I'alo Verde Sliaped Iiicieu shall he deterinincd 3 s  shonii on I'ahle A 
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111. Citizens shall also be responsible for purchased power costs, and for any other costs incurred by APS in 
fulfilling its obligations for supplemental peaking energy under this Service Schedule C which otherwise 
would not have been incurred. 
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Colorado River Commission of Nevada, APS FERC Rate Schedule 23 1 

APS Contract 48295 

a) Maximum Demand Chard :  
Annual: $94.2 1 /kW 
Monthly: $ 7.85kW 
Weekly: $ 1.81kW 
Daily: $ 0.36kW5 
Hourly: $ 0.0225/kW6 

b) APS's actual purchased power costs; plus 
c) a one mill adder 

Provided, however, the monthly ceiling rate as defined in parts I and 11-A above, shall be the lesser 
of this rate: (i) developed utilizing the aggregate of APS' actual hourly SIC values during the month, 
or (ii) the rate as developed utilizing the aggregate of hourly cents/kWh index in lieu of SIC. The 
hourly cents/kWh index shall be based on a Palo Verde Shaped Index'. 

11-B. 

111. 

When a sale of Power and/or Energy made by APS is conditioned upon APS acquiring 
purchased power for the explicit purpose of fulfilling APS's obligations for transactions 
hereunder and for which APS's system does not standby to supply Firm Power and Energy 
from its own resources, CRC shall pay the following amounts to APS for Power and Energy 
supplied under this Agreement: 

a) APS's actual purchased power costs; plus 
b) a transmission adder of 2.9 millskWh for use of APS's transmission system; plus 
c) a one mill adder when such purchased power transactions are less than one year in 
duration. 

t 

For purposes of determining the maximum charge, CRC shall also be responsible for any 
taxes, purchased power costs, and for any other costs incurred by APS in fulfilling its 
obligations for Power and Energy under this Agreement which otherwise would not have been 
incurred. 

Effective Date: 

' The maximum demand charge for weekly, daily and hourly period were computed utilizing the "AEP" 
methodology. 

the maximum weekly demand charge of $1.81. 
The daily rate of $0.36/KW shall not exceed the product of the number of kilowatts sold for a week multiplied by 

The hourly rate of $O.O225kW shall not exceed the product of the number of kilowatts sold for a day multiplied 
by the maximum daily demand charge of $0.36kW, and also not exceed the product of the number of kilowatts sold 
for a week multiplied by the maximum weekly demand charge of S1.8llkW. 

' The Hourly Palo Verde Shaped Index shall be determined as shown on Table A. 

B-2 
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Colorado River Commission of Nevada, APS FERC Rate Schedule 23 1 
APS Contract 48295 

ELECTRIC POWER SERVICE AGREEMENT 
BETWEEN 

COLORADO RIVER COMMISSION OF NEVADA 
AND 
APS 

EXHIBIT B 

Determination of Maximum Charges Applicable to the Sale 
of Power and Energy to CRC. 

For sales of Power and Energy made by APS to CRC from certain APS resources, 
CRC shall pay a charge not to exceed the following amounts: 

Maximum Demand Charge': 
Annual: $94.21/kW 
Monthly: $ 7.85kW 
Weekly: !$ 1.81kW 
Daily: $ 0.36/kW2 
Hourly: $ 0.0225/kW3; plus 

Energy Charge: 

a) 100% of APS's System Incremental Costs (SIC); plus 
b) up to 10% of SIC 

When APS purchases Power and/or Energy from other entities for economic purposes to 
fulfill its system obligations, and should such purchases(s) subsequently be determined to be 
the basis for determination of the SIC for transactions under this Agreement for which APS 
stands ready to supply Power and Energy from its own resources, CRC shall pay a charge not 
to exceed the following amounts to APS for Power and Energy supplied under this 
Agreement: 

' The maximum demand charge for weekly, daily and hourly period were computed utilizing the "AEP" methodology. 

* The daily rate of $0.36/kW shall not exceed the product of the number of kilowatts sold for a week multiplied by the 
maximum weekly demand charge of $1.81kW. 

The hourly rate of 160.0225kW shall not exceed the product of the number of kilowatts sold for a day multiplied 
by the maximum daily demand charge of S0.36kW, and also not exceed the product of the number of kilowatts sold 
for a week multiplied by the maximum weekly demand charge of $1.8 1kW. 

B- 1 



Colorado River Commission of Nevada, APS FERC Rate Schedule 23 1 
APS Contract 48295 

a) Maximum Demand Chargei: 
Annual: $94.2 1 /kW 
Monthly: $ 7.85kW 
Weekly: $ 1.81IkW 
Daily: $ 0.36kW' 
Hourly: $ 0.Q2251kW6 

b) APS's actual purchased power costs; plus 
c) a one mill adder 

Provided. houever. t i le monthls ceilinrr rate as defined in parts 1 and 11-A above. shall be the lesser 
of this rate: (i) developed utilizing the aimwate of APS' actual hourlv SIC values during the month, 
or ( i i )  the rate as developed utilizing the aegreeatt. of hourlv centslktl'h index in lieu of' SIC. The 
hoiirlv ccnts/kWh index shall he based on a Palo Vcrde Shaved Index:. 

11-B. 

111. 

When a sale of Power and/or Energy made by APS is conditioned upon APS acquiring 
purchased power for the explicit purpose of fulfilling APS's obligations for transactions 
hereunder and for which APS's system does not standby to supply Firm Power and Energy 
from its own resources, CRC shall pay the following amounts to APS for Power and Energy 
supplied under this Agreement: 

a) APS's actual purchased power costs; plus 
b) a transmission adder of 2.9 mills/kWh for use of APS's transmission system; plus 
c) a one mill adder when such purchased power transactions are less than one year in 
duration. 

' 

For purposes of determining the maximum charge, CRC shall also be responsible for any 
taxes, purchased power costs, and for any other costs incurred by APS in fulfilling its 
obligations for Power and Energy under this Agreement which otherwise would not have been 
incurred. 

Effective Date: 

The maximum demand charge for weekly, daily and hourly period were computed utilizing the "AEP" 

The daily rate of $0.36/KW shall not exceed the product of the number of kilowatts sold for a week multiplied by 
methodology. 

the maximum weekly demand charge of $1.8 1 ,  

The hourly rate of $O.O225kW shall not exceed the product of the number of kilowatts sold for a day multiplied 
by the maximum daily demand charge of $0.36kW, and also not exceed the product of the number of kilowatts sold 
for a week multiplied by the maximum weekly demand charge of $1.8lkW. 

1'1 he f l ~ i u r h  Palo Verde Fliaoed I n d e ~  shall be determined as shown on I able A. 
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Service Agreement under APS' Market Rate Tariff 

Tohono O'odham Utility Authority 

Conformed & Red-Lined Copy t 0 



Market Rate Tariff No. 1, Service Agreement 
Supplement No. 1 -Revision No. 1 

Tohono Oodham Utility Authority 
APS Contract No. 48635 

Exhibit I 

RATES FOR POWER SUPPLY 

The following rates and charges shall be applicable to Customer for the services provided under this 
Supplement No. 1. Customer shall pay Company monthly for such services in accordance with the 
following rate provisions: 

1. 

2. 

3. 

Base Monthly Rate 

1.1 Customer Charge: $4 17/month per month, plus 

1.2 

1.3 Energy Charge: Higher of (i) $0.02 10 per kWh, or 

Demand Charge: $12.00/kW times the Monthly Billing Demand, Plus 

(ii) SIC per hour 

Provided, however, that the monthly energy charge as defined above shall be the lesser of this 
charge: (i) developed utilizing the aggregate of APS actual hourly SIC values during the month, 
or (ii) the rate as developed utilizing an aggregate of an hourly centskWh index in lieu of SIC. 
The hourly centskWh index shall be based on a Palo Verde Shaped Index1. 

Base Monthly Minimum: 

2.1 Customer Charge, plus 

2.2 Demand Charge 

Determination of Monthlv Billing Demand and Monthly Billing Energy: 

3.1 Monthly Billing Demand: The Monthly Billing Demand shall be the higher of: 

3.1.1 

3.1.2 

The applicable Contract Demand, or 

The demand determined by using the formula: 

APSKW = HMKW - (HKW + PDKW) 

Where: 

APSKW = The highest 60-minute integrated demand kW provided by Company to 
Customer during the billing month at the Point of Delivery, plus 
Transmission Losses. In no event shall this amount be less than zero. 

HMKW = The highest integrated metered demand at the Point of Delivery during 
any 60-minute period of the billing month. 

The highest Hoover Resource kW utilized by Customer at the Point of 
Delivery during the applicable billing month. 

The highest P-D Resource kW utilized by the Customer at the Point of 
Delivery during the applicable billing month. 

HKW = 

PDKW = 

Hourly Palo Verde Shaped Index shall be determined as shown on Table A. 



Market Rate Tariff No. 1, Service Agreement 
Supplement No. 1 -Revision No. 1 

Tohono Oodham Utility Authority 
APS Contract No. 48635 

ARIZONA PUBLIC SERVICE COMPANY 

Signature: 

Name: 

Title: 

Date: 

3.2 Monthly Billing Energy: The Monthly Billing Energy shall be determined as follows: 

TOHONO O'ODHAM UTILITY AUTHORITY 

Signature: 

Name: 

Title: 

Date: 

A P S K w  = TKWH - (HKWH + PDKWH + FKWH) 

Where: 

APSKWH = The Monthly Billing Energy provided by Company to Customer at the 
Point of Delivery, plus Transmission Losses during the current billing 
month, however in no event shall this amount be less than zero. 

TKWH= The total number of kWh delivered and metered at the Point of 
Delivery during the applicable billing month. 

The Hoover Resource kWh utilized by the Customer at the Point of 
Delivery during the applicable billing month. 

HKwH= 

PDKWH = The P-D kWh utilized by the Customer at the Point of Delivery during 
the applicable billing month. 

The total Firming Energy kWh utilized by Customer at the Point of 
Delivery during the applicable billing month. 

FKWH = 

4. Charges for Transmission Service: 

The APS Merchant Group has executed a Service Agreement for Network Integration 
Transmission Service ("Network Service") under Part I11 of APS' Open Access Transmission 
Tariff ("OAT"'') on file with the Commission in order to effect delivery of power and energy 
pursuant to this transaction. The cost associated with the Transmission Service and all applicable' 
ancillary services shall be absorbed by APS' Merchant Group and are subsumed within the charges 
for the Base Monthly Rate in Section 1 hereof. 

-~ 

Effective: Effective Billing Date 

2 
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Market Rate Tariff No. 1, Service Agreement 
Supplement No. I-Revision No. I 

Tohono O'odham Utility Authority 
A B  Contract NO. 48635 I 

Exhibit I 

-.* 

RATES FOR POWER SUPPLY 

The following rates and charges shall be applicable to Customer for the services provided under this 
Supplement No. 1. Customer shall pay Company monthly for such services in accordance with the 
following rate provisions: 

1. Base Monthly Rate 

1.1 Customer Charge: $4 1 ?'/month per month, plus 

1.2 Demand Charge: $12.00/kW times the Monthly Billing Demand, Plus 

1.3 Energy Charge: Higher of (i) $0.0210 per kWh, or 
(ii) SIC per hour 

Provided, honever. that the moiitliiv energ\ charee as defined above sliall be the lesser of this 
charize: (i) dekeloped utilizing the aggregate of AI'S actual hourly SIC values during the month. 
or (ii) the rate as developed utilizing an aygreeste of an hourh centstkW'h index in lieu of SIC. 
The hour11 ccnts'kWh index shall bc based on a Palo Vcrde Shaped Inded. 

2. Base Monthly Minimum: 

2.1 Customer Charge, plus 

2.2 Demand Charge 

Determination of Monthly Billing Demand and Monthly BiliinP Energy: 

3.1 

3 .  

Monthly Billing Demand: The Monthly Billing Demand shall be the higher of: 

3.1.1 

3.1.2 

The applicable Contract Demand, or 

The demand determined by using the formula: 

Where: 

APSK W = 

HMKW = 

HKW = 

PDKW = 

APSKW = HMKW - (HKW + PDKW) 

t a 

The highest 60-minute integrated demand kW provided by Company to 
Customer during the billing month at the Point of Delivery, plus 
Transmission Losses. In no event shall this amount be less than zero. 

The highest integrated metered demand at the Point of Delivery during 
any 60-minute period of the billing month. 

The highest Hoover Resource kW utilized by Customer at the Point of 
Delivery during the applicable billing month. 

The highest P-D Resource kW utilized by the Customer at the Point of 
Delivery during the applicable billing month. 

1 Hourly Palo Vcrdc Shaped In&\ sliall be detetmined as shown on Table A. 
I 0 

1 



Market Rate Tariff No. 1, Service Agreement 
Supplement No. 1-Revision No. 1 

Tohono Oodham Utility Authority 
APS Contract No. 48635 I 

3.2 Monthly Billing Energv: The Monthly Billing Energy shall be determined as follows: 

APSKWH TKWH - (HKWH + PDKWH + FKWH) 

ARIZONA PUBLIC SERVICE COMPANY 

Signature: 

Name: 

Title: 

Date: 

Where: 

TOHONO O'ODHAM UTILITY AUTHORITY 

Signature: 

Name: 

Title: 

Date: 

APSKWH = The Monthly Billing Energy provided by Company to Customer at the 
Point of Delivery, plus Transmission Losses during the current billing 
month, however in no event shall this amount be less than zero. 

The total number of k W h  delivered and metered at the Point of 
Delivery during the applicable billing month. 

The Hoover Resource kWh utilized by the Customer at the Point of 
Delivery during the applicable billing month. 

The P-D kWh utilized by the Customer at the Point of Delivery during 
the applicable billing month. 

TKWH = 

HKWH = 

PDKWH = 

FKWH = The total Firming Energy kWh utilized by Customer at the Point of 
Delivery during the applicable billing month. 

4. Chames for Transmission Service: 

The APS Merchant Group has executed a Service Agreement for Network Integration 
Transmission Service ("Network Service") under Part 111 of APS' Open Access Transmission 
Tariff ("OAT') on file with the Commission in order to effect delivery of power and energy 
pursuant to this transaction. The cost associated with the Transmission Service and all applicable . 
ancillary services shall be absorbed by APS' Merchant Group and are subsumed within the charges 
for the Base Monthly Rate in Section 1 hereof. 



Exhibit El 

Revisions to Fuel Adjustment Clauses 
in APS Wholesale Power Contracts: 

Electrical District No. 3 (APS-FERC Rate Schedule No. 12) 
Electrical District No. 1 (APS-FERC Rate Schedule No. 68) 

Southern California Edison (APS-FERC Rate Schedule No. 120) 
San Carlos Irrigation Project (APS-FERC Rate Schedule No. 201) 

Revisions to Fuel Adjustment Clauses 
in APS Market Rate Tariff Service Agreements: 

Majority Districts 
City of Wickenburg 

Includes Conformed and Red-Lined Copies 

NOTE: Exhibits I(A) and I(B) of each of the contracts or service agreements listed 
above are identical (in their original form and as revised). Applicants propose to 
add a new Exhibit I(C) to each of the contracts. 



Page 1 of4 

EXHIBIT I(A) 

FUEL COST ADJUSTMENT CLAUSE 

The billingl‘ for service rendered during the billing month shall be increased or decreased by an adjustment 
amount per kilowatthour of sales (to the nearest 0.0001 #) equal to the difference between the fuel cost per 
kilowatthour of sales for that month and the base period, calculated as follows: 

F 
S 

Adjustment Factor = - - 1.2438 $kWh 

Where: “F” is the expense of fossil and nuclear fuel and certain purchased power costs in the current 
period and “S” is the kWh sales in the current period, as defmed below. 

(i) The applicable corrected monthIy fuel adjustment factor for any given month shall be capped at a 
level that is no greater than the average of the actual corrected fuel adjustment factor for the same 
month for I998 and 1999. 

The calculation of the applicable monthly ”Hold Harmless” corrected fuel adjustment factor shall 
be performed in accordance with Exhibit I(C). - 

Fuel and purchased power costs (F) shall be the cost of 

Fossil and nuclear fuel consumed in the Company’s own plants, and the Company’s share of fqssil 
and nuclear fuel consumed in jointly owned or leased plants; plus 

the actual identifiable fossil and nuclear fuel costs associated with energy purchased for reasons 
other than identified in paragraph (2)(iii) below; plus 

the net energy cost of energy purchases, exclusive of capacity or demand charges (irrespective of 
the designation assigned to such transactions) when such energy is purchased on an economic 
dispatch basis. Included therein may be such costs as the charges for economy energy purchases 
and the charges as a result of scheduled outage, all such kinds of energy being purchased by the 
Company to substitute for its own higher cost energy; and less 

the cost of fossil and nuclear fuel recovered through dl inter-system sales and specific deliveriesg; 
plus 

a credit to allowable fuel and purchase power costs which passes to jurisdictional customers 75% 
of the benefits of sales transactions made under the aegis of the Conformed Western Systems 
Power Pool Agreement. Such credit shall be calculated in accordance with Exhibit I(B). 

1’ Billing under this clause will preliminarily be based on the billing month’s sales multiplied by the adjustment factor 
determined from the second preceding month. The billing thus determined will be corrected to the adjustment factor 
determined for the billing month. Such correction will be made two months after the preliminary billing. 
2’ Specific deliveries are intended to include transactions for which the rate is tied to fuel costs of specific plants or 
units. 

h:\! fedreg\sic\fac\fac.doc 
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(3) Sales (S) shall be all kWh’s sold, excluding inter-system sales and specific deliveries. Where for any 
reason, billed system sales cannot be coordinated with fuel costs for the billing period, sales may 
be equated to the sum of (i) generation, (ii) firm purchases, (iii) economy purchases, less (iv) 
energy associated with pumped storage operations, less (v) inter-system sales rsferred to in 
paragraph (2)(iv) above, less (vi) total system losses. 

(4) The adjustment factor developed according to this procedure shall be modified to properly allow for losses 
(estimated if necessary) associated only with wholesale sales for resale. 

( 5 )  The adjustment factor developed according to this procedure may be further modified to allow the recovery 
of gross receipts and other similar revenue based tax charges occasioned by the fuel adjustment revenues. 

(6) (a) The cost of fossil fuel shall include those items listed in Account 151 of the Commission’s 
Uniform System of Accounts for Public Utilities and Licenses. The cost of nuclear fuel shall be 
that as shown in Account 5 18, except that if Account 5 18 also contains any expense for fossil fuel 
which has already been included in the cost of fossil fuel, it shall be deducted from this account. 
(Paragraph C of Account 5 18 includes the cost of other fuels used for ancillary steam facilities.) 

(b) The cost of both fossil fuel and nuclear fuel shall also reflect all refunds and credits (including any 
applicable interest) not in excess of $25,000 for the FERC jurisdictional allocation of any single 
refundcredit received from fuel supplierslvendors applicable to previous period (non-current) 
payments made to such supplierslvendors for fuel or other related allowable expenses. If such 
refundslcredits are not passed through and credited to applicable fuel accounts for more than one 
billing cycle after the Company’s receipt of such refundslcredits, the Company shall include an 
appropriate interest credit computed in accordance with 18 C.F.R. §35.19(a). 

% 

(7) Notwithstanding the specified aforementioned treatment of fuel and purchased power costs for purposes of 
inclusion in determining the Company’s monthly Fuel Cost Adjustment Clause (FAC) factor, the following 
specific creditsfdebits to Account 5 18 (nuclear fuel expenses) related to Spent Nuclear Fuel Disposal Cost 
refunds received from the United States Department of Energy covering the period October, 1986 through 
January, 1994 shall be allowed for inclusion in computing applicable monthly FAC factors: 

10186 
07/88 
10188 
10189 
12/90 
01/91 

- 02/91 
0319 1 
0419 1 
0519 1 
0619 1 

($2,232) 
($5,526) 

($ 15,534) 
($1 8,970) 

($2,175,153) 
($63,884) 
($59,363) 
($63,98 1) 
($52,520) 
($54,089) 
($69,544) 

0719 1 
0818 1 
0919 1 
1 019 1 
11/91 
12/91 
02/92 
06/92 
07/92 
01/94 

($80,234) 
($69,045) 
($64,688) 
($59,390) 
($39,207) 
$550,S 19 

($147,600) 
$I 1,136 

($543,312) 
$38 1,252 

Additionally, credits to Accounts 501, 547, and 555 related to refunds received from El Paso Natural Gas 
Company as a result of FERC Docket Nos. RP90-81-000, RP91-26-000, RP91-188-000, and RP92-60-000 
shall be allowed for inclusion in computing applicable monthly FAC factors. In the aggregate, such credits 
covering the period March 1990 through July 1994 are in the amount of ($1,168,468). 

h:\! fedregkic\fac\fac.doc 
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EXHIBIT I(B) 

SAMPLE 
COMPUTATION OF WSPP CREDIT 

FOR INCLUSION IN FERC FUEL ADJUSTMENT 

Economy Sales/ 
Unit Commitment Sales/ 
System Capacity Sales: 

Customer 

LADWP 
NPC 
SCE 
SDG&E 
SMUD 

TOTAL SALES 

MONTH OF: 

AMOUNT TO BE CREDITED TO FUEL ADJUSTMENT 86,624 

(1) 
Total 

Sales Revenue 
(8 

23,150 
4,250 

217,914 
45,788 

126,338 

Markup Fuel Cost Wheelina Cost"' 
(S) (8 Col(1) - col(2) - COl(3) 

17,703 106 5,341 
3,213 65 972 

29,351 250 16,187 
88,257 678 ,37,403 

161,272 1,047 55,595 

1 15,498 
x 75% 

111 Reflects only those wheeling costs incurred by APS. 
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EXHIBIT I(B) 

SAMPLE 
COMPUTATION OF WSPP CREDIT 

FOR INCLUSION IN FERC FUEL ADJUSTMENT 

MONTH OF: 

Economy Sales/ 
Unit Commitment Sales/ 
System Capacity Sales: 

Customer 

LADWP 
.-. " I  n NPC 

SCE 
. *  SDG&E 
. *  > . I  SMUD 

(7) 
Total 

Sales Revenue 
(S) 

23,150 
4,250 

21 7,914 
45,788 
126,338 

Fuel Cost 
($1 

17,703 
3,213 

161,272 
29,351 
88,257 

(31 (4) 

Wheeiina Cost"' Markup 
(S) Col ( I )  - col(2) - Col(3) 

106 5,341 
65 972 
1,047 55,595 
250 16,187 
678 37,403 

TOTAL SALES 11 5,498 
x 75% 

86,624 AMOUNT TO BE CREDITED TO FUEL ADJUSTMENT 

/1/ Reflects only those wheeling costs incurred by APS. 
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EXHIBIT IC) 

Arizona Public Service Company 
Fuel Cost Adiustment Clause "Hold" Harmless" Calculation 

Table 1 
Calculation of APS' "Hold Harmless" Factor 

- Jan 
- Feb 
- Mar 
AE 
Mav - June 
Julv 
Aua seJz)J 
- Oct 
- Nov - Dee 

-----I- -----1-- (d/kWh)-------------------- 

fa 
Averaae Actual Corrected Actual Corrected 

1998 FAC Factor 1999 FAC Factor JCol(1) + Col(2W2 
f0.4070) f0.2499) (0.3285) 
f0.5574) (0.2742) f0.4158) 
10.4778) 10.3406) (0.4092) 
(0.1669) lo. 1768) (0. 171 9) 
(0.2402) (0.2493) 10.24481 
(0.2550) LO. 1948) 10.22491 
0.1298 f0.1891) (0.0297) 
0.2997 (0.49181 10.09611 
0.2254 (0.2361 ) (0.0053) 

0.0378 (0. 1391 ) f0.3159) - 
10.41 86) 10.1469) (0.2828) 
10. 1622) 

la fa 

- 

Table 2 
Examples Showina Determination of the Applicable Monthly Corrected FAC Factor 

LJanuarv 2000) 
For Illustrative Purposes Onlv 

Example A: 
-I_-- ------- (d/km) ___--_I_____-_ - -_----__ 

m f9 fa 
Actual Corrected "Hold Harmless" 

122 
Calculated 
Correction FAC Factor Factor From Applicable 
FAC Factor Col (1) + COll2) Table 1 FAC Factor' 

(0.1948) 10.2970) J0.4918) 10.3285) (0.4918) 

Preliminary 
FAC Factor 

Example B: 

m 
------*--- -I- ($lkWh) ---____- -- -_-_ I___ 

m f9 fa 
Actual Corrected "Hold Harmless" 

COl(1) + Col(2) Table 1 FAC Facto? 

122 
Calculated 

Factor From Applicable Preliminarv Correction FAC Factor 
FAC Factor FAC Factor 

0.1 002 0.1248 10.3285) i0.32851 0.0246 - 

' This Applicable FAC factor shall always be the lesser of the value in either Column 3 or Column 4. 
This Applicable FAC factor shall alwavs be the lesser of the value in either Column 3 or Column 4. 
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Revisions to Fuel Adjustment Clauses 
in APS Wholesale Power Contract: 

City of Williams (APS-FERC Rate Schedule No. 192) 
Exhibit IV(A), Exhibit IV(B), and a new Exhibit IV(C) 

Includes Conformed & Red-Lined Copies 
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EXHIBIT IV(A) 

FUEL COST ADJUSTMENT CLAUSE 

The billing!’ for service rendered during the billing month shall be increased or decreased by an adjustment 
amount per kilowatthour of sales (to the nearest 0.000 1 $) equal to the difference between the fuel cost per 
kilowatthour of sales for that month and the base period, calculated as follows: 

F 
S 

Adjustment Factor = - - 1.2438 $kwh 

Where: “F” is the expense of fossil and nuclear fuel and certain purchased power costs in the current 
period and “S” is the kWh sales in the current period, as defined below. 

(i) The applicable corrected monthly he1 adjustment factor for any given month shall be capped at a 
level that is no greater than the average of the actual corrected fuel adjustment factor for the same 
month for 1998 and 1999. 

The calculation of the applicable monthly “Hold Harmless” corrected fuel adjustment factor shall 
be performed in accordance with Exhibit IV(C). 

Fuel and purchased power costs (F) shall be the cost of: 

Fossil and nuclear fuel consumed in the Company’s own plants, and the Company’s share of fossil 
and nuclear fuel consumed in jointly owned or leased plants; plus 

1 

the actual identifiable fossil and nuclear fuel costs associated with energy purchased for reasons 
other than identified in paragraph (2)(iii) below; plus 

the net energy cost of energy purchases, exclusive of capacity or demand charges (irrespective of 
the designation assigned to such transactions) when such energy is purchased on an economic 
dispatch basis. Included therein may be such costs as the charges for economy energy purchases 
and the charges as a result of scheduled outage, all such kinds of energy being purchased by the 
Company to substitute for its own higher cost energy; and less 

the cost of fossil and nuclear fuel recovered through all intersystem sales and specific deliveriesg; 
plus 

a credit to allowable fuel and purchase power costs which passes to jurisdictional customers 75% 
of the benefits of sales transactions made under the aegis of the Conformed Western Systems 
Power Pool Agreement. Such credit shall be calculated in accordance with Exhibit I(B). 

1’ Billing under this clause will preliminarily be based on the billing month’s sales multiplied by the adjustment factor 
determined from the second preceding month. The billing thus determined will be corrected to the adjustment factor 
determined for the billing month. Such correction will be made two months after the preliminary billing. 
2’ Specific deliveries are intended to include transactions for which the rate is tied to fuel costs of specific plants or 
units. 

h:\l fedrcg\sic\fac\fac.doc 
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. i 

(3) Sales (S) shall be all kWh’s sold, excluding inter-system sales and specific deliveries. Where for any 
reason, billed system sales cannot be coordinated with fuel costs for the billing period, sales may 
be equated to the sum of (i) generation, (ii) firm purchases, (iii) economy purchases, less (iv) 
energy associated with pumped storage operations, less (v) inter-system sales referred to in 
paragraph (2)(iv) above, less (vi) total system losses. 

(4) The adjustment factor developed according to this procedure shall be modified to properly allow for losses 
(estimated if necessary) associated only with wholesale sales for resale. 

( 5 )  The adjustment factor developed according to this procedure may be further modified to allow the recovery 
of gross receipts and other similar revenue based tax charges occasioned by the fuel adjustment revenues. 

(6) (a) The cost of fossil fuel shall include those items listed in Account 151 of the Commission’s 
Uniform System of Accounts for Public Utilities and Licenses. The cost of nuclear fuel shall be 
that as shown in Account 5 18, except that if Account 5 18 also contains any expense for fossil fuel 
which has already been included in the cost of fossil fuel, it shall be deducted from this account. 
(Paragraph C of Account 5 18 includes the cost of other fuels used for ancillary steam facilities.) 

(b) The cost of both fossil fuel and nuclear fuel shall also reflect all refunds and credits (including any 
applicable interest) not in excess of $25,000 for the FERC jurisdictional allocation of any single 
refundcredit received from fuel supplierslvendors applicable to previous period (non-current) 
payments made to such suppliers/vendors for fuel or other related allowable expenses. If such 
refundslcredits are not passed through and credited to applicable fuel accounts for more than one 
billing cycle after the Company’s receipt of such refunddcredits, the Company shall include an 
appropriate interest credit computed in accordance with 18 C.F.R. §35.19(a). 

t 

(7) Notwithstanding the specified aforementioned treatment of fuel and purchased power costs for purposes of 
inclusion in determining the Company’s monthly Fuel Cost Adjustment Clause (FAC) factor, the following 
specific creditsfdebits to Account 5 18 (nuclear fuel expenses) related to Spent Nuclear Fuel Disposal Cost 
refunds received from the United States Department of Energy covering the period October, 1986 through 
January, 1994 shall be allowed for inclusion in computing applicable monthly FAC factors: 

10186 
07/88 
10188 
10189 
12/90 
01191 
0219 1 
0319 1 
0419 1 
0519 1 
0619 1 

($2,23 2) 
($5,526) 

($15,534) 
($18,970) 

($2,175,153) 
($63,884) 
($59,363) 
($63,98 1) 
($52,520) 
($54,089) 
($69,544) 

0719 1 
0818 1 
0919 1 
1 0/9 1 
11/91 
12/9 1 
02/92 
06/92 
07/92 
0 1/94 

($80,234) 
($69,045) 
($64,6 8 8) 
($59,390) 
($39,207) 
$5503 19 

($147,600) 
$1 1,136 

$38 1,252 
($543,3 12) 

(8) Additionally, credits to Accounts 501, 547, and 555 related to refunds received from El Paso Natural Gas 
Company as a result of FERC Docket Nos. RP90-8 1-000, RP9 1-26-000, RP9 1- 1 88-000, and RP92-60-000 
shall be allowed for inclusion in computing applicable monthly FAC factors. In the aggregate, such credits 
covering the period March 1990 through July 1994 are in the amount of ($1,168,468). 
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EXHIBIT IV(B) 

SAMPLE 
COMPUTATION OF WSPP CREDIT 

FOR INCLUSION IN FERC FUEL ADJUSTMENT 

MONTH OF: 

Economy Sales/ 
Unit Commitment Sales/ 
System Capacity Sales: 

f 1) 
Total 

($1 
Customer Sales Revenue 

LADWP 
NPC 
SCE 
SDG&E 
SMUD 

23,150 
4,250 

217,914 
45,788 

126.338 

(2) 

Fuel Cost 
(8 

17,703 
3,213 

161,272 
29,351 
88,257 

(3) (4) 

Wheelinq Cost"' Markup 
($) Col(1) - Col(2) - Col(3) 

106 5,341 
65 972 

1,047 55,595 
250 16,187 
678 37,403 

TOTAL SALES 1 15,498 
x 75% 

AMOUNT TO BE CREDITED TO FUEL ADJUSTMENT 86,624 

/1/ Reflects only those wheeling costs incurred by APS. 
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EXHIBIT IV(C) 

Jan 
Feb 
Mar 
APr 
May 
June 
July 
Aug 
Sept 
Oct 
Nov 
Dec 

Arizona Public Service Company 
Fuel Cost Adjustment Clause "Hold" Harmless" Calculation 

Table 1 
Calculation of APS' "Hold Harmless" Factor 

---ll----_-----l__--___l____l_____ ($/km) ---__-_-_- -------------- 
(3) 

Average 

(0.4070) (0.2499) (0.3285) 
(0.5574) (0.2742) (0.41 58) 
(0.4778) (0.3406) (0.4092) 
(0.1669) (0.1768) (0.1 7 19) 
(0.2402) (0.2493) (0.2448) 
(0.2550) (0.1948) (0.2249) 
0.1298 (0.1 89 1 ) (0.0297) 
0.2997 (0.491 8) (0.0961 ) 
0.2254 (0.2361 ) (0.0053) 

(0.3 1 59) 0.0378 (0.1391) 
(0.41 86) (0.1469) (0.282 8) 
(0.1622) 

(1) (2) 
Actual Corrected Actual Corrected 
1998 FAC Factor 1999 FAC Factor IC01 (1) + COl(2)1/2 

Table 2 
Examples Showing Determination of the Applicable Monthly Corrected FAC Factor 

(January 2000) 
For Illustrative Purposes Only 

Example A: 
-l------__l ..------ ----- -- ( $ / k M )  _-----_I___. -I_----- 

(2) (3) (4) ( 5 )  
Actual Corrected "Hold Harmless" 

(1) 
Calculated 

Preliminary Correction FAC Factor Factor From Applicable 
FAC Factor FAC Factor COl(1) + cot (2) Table 1 FAC Factor' 

(0.1948) (0.2970) (0.491 8) (0.3285) (0.491 8) 

Example B: 
----------------___-_______I______ ($/kWh) --_---I____--___ - 

(2) (3) (4) (5) 
Actual Corrected "Hold Harmless" 

(1) 
Calculated 

Preliminary Correction FAC Factor Factor From Applicable 
FAC Factor FAC Factor Col(1) + Col(2) Table 1 FAC Facto? 

0.0246 0.1002 0.1248 (0.3285) (0.3285) 

' This Applicable FAC factor shall always be the lesser of the value in either Column 3 or Column 4. 
' This Applicable FAC factor shall always be the lesser of the value in either Column 3 or Column 4. 
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EXHIBIT IV(A) 

FUEL COST ADJUSTMENT CLAUSE 

The billingl' for service rendered during the billing month shall be increased or decreased by an adjustment 
amount per kilowatthour of sales (to the nearest 0.0001 #) equal to the difference between the fuel cost per 
kilowatthour of sales for that month and the base period, calculated as follows: 

F 
S 

Adjustment Factor = - - 1.2438 $kWh 

Where: "F" is the expense of fossil and nuclear fuel and certain purchased power costs in the current 
period and "S" is the kWh sales in the current period, as defined below. 

(i) The auulicable corrected monthly fuel adiustment factor for any given month shall be cauued at a 
level that is no greater than the average of the actual corrected fuel adiustment factor for the same 
month for 1998 and 1999. 

The calculation of the audicable monthly "Hold Harmless" corrected fuel adiustment factor shall 
be Derformed in accordance with Exhibit IV(C). 

Fuel and purchased power costs (F) shall be the cost of: 

Fossil and nuclear fuel consumed in the Company's own plants, and the Company's share of fossil 
and nuclear fuel consumed in jointly owned or leased plants; plus 

the actual identifiable fossil and nuclear fuel costs associated with energy purchased for reasons 
other than identified in paragraph (2)(iii) below; plus 

the net energy cost of energy purchases, exclusive of capacity or demand charges (irrespective of 
the designation assigned to such transactions) when such energy is purchased on an economic 
dispatch basis. Included therein may be such costs as the charges for economy energy purchases 
and the charges as a result of scheduled outage, all such kinds of energy being purchased by the 
Company to substitute for its own higher cost energy; and less 

the cost of fossil and nuclear fuel recovered through all inter-system sales and specific deliveriesy; 
plus 

a credit to allowable he1 and purchase power costs which passes to jurisdictional customers 75% 
of the benefits of sales transactions made under the aegis of the Conformed Western Systems 
Power Pool Agreement. Such credit shall be calculated in accordance with Exhibit I(B). 

1' Billing under this clause will preliminarily be based on the billing month's sales multiplied by the adjustment factor 
determined from the second preceding month. The billing thus determined will be corrected to the adjustment factor 
determined for the billing month. Such correction will be made two months after the preliminary billing. 
2' Specific deliveries are intended to include transactions for which the rate is tied to fuel costs of specific plants or 
units. 
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(3) Sales (S) shall be all kWh’s sold, excluding inter-system sales and specific deliveries. Where for any 
reason, billed system sales cannot be coordinated with fuel costs for the billing period, sales may 
be equated to the sum of (i) generation, (ii) firm purchases, (iii) economy purchases, less (iv) 
energy associated with pumped storage operations, less (v) inter-system sales referred to in 
paragraph (2)(iv) above, less (vi) total system losses. 

(4) The adjustment factor developed according to this procedure shall be modified to properly allow for losses 
(estimated if necessary) associated only with wholesale sales for resale. 

The adjustment factor developed according to this procedure may be further modified to allow the recovery 
of gross receipts and other similar revenue based tax charges occasioned by the fuel adjustment revenues. 

(5) 

(6) (a) The cost of fossil fuel shall include those items listed in Account 151 of the Commission’s 
Uniform System of Accounts for Public Utilities and Licenses. The cost of nuclear fuel shall be 
that as shown in Account 5 18, except that if Account 5 1 8 also contains any expense for fossil fuel 
which has already been included in the cost of fossil fuel, it shall be deducted from this account. 
(Paragraph C of Account 5 18 includes the cost of other fuels used for ancillary steam facilities.) 

(b) The cost of both fossil fuel and nuclear fuel shall also reflect all refinds and credits (including any 
applicable interest) not in excess of $25,000 for the FERC jurisdictional allocation of any single 
refundlcredit received from fuel suppliers/vendors applicable to previous period (non-current) 
payments made to such supplierslvendors for fuel or other related allowable expenses. If such 
refunddcredits are not passed through and credited to applicable fuel accounts for more than one 
billing cycle after the Company’s receipt of such refunddcredits, the Company shall include an 
appropriate interest credit computed in accordance with 18 C.F.R. 435.19(a). 

(7) Notwithstanding the specified aforementioned treatment of fuel and purchased power costs for purposes of 
inclusion in determining the Company’s monthly Fuel Cost Adjustment Clause (FAC) factor, the following 
specific creditstdebits to Account 5 18 (nuclear fuel expenses) related to Spent Nuclear Fuel Disposal Cost 
refunds received from the United States Department of Energy covering the period October, 1986 through 
January, 1994 shall be allowed for inclusion in computing applicable monthly FAC factors: 

10186 
07/88 
10188 
10189 
12/90 
01/91 
0219 1 
0319 1 
0419 1 
0519 1 
0619 1 

($2,232) 
($5,526) 

($15,534) 
($18,970) 

($2,175,153) 
($63,884) 
($59,363) 
($63,981) 
($52,520) 
($54,089) 
($69,544) 

0719 1 
0818 1 
0919 1 
1019 1 
11/91 
1219 1 
02/92 
06/92 
07/92 
0 1 194 

($80,234) 
($69,045) 
($64,688) 
($59,390) 
($39,207) 
$5503 19 

($147,600) 
$1 1,136 

($543,312) 
$38 1,252 

(8) Additionally, credits to Accounts 501, 547, and 555 related to refunds received from El Paso Natural Gas 
Company as a result of FERC Docket Nos. RP90-8 1-000, RP9 1-26-000, RP9 1 - 188-000, and RP92-60-000 
shall be allowed for inclusion in computing applicable monthly FAC factors. In the aggregate, such credits 
covering the period March 1990 through July 1994 are in the amount of ($1,168,468). 

h:\! fedreg\sic\fac\fac.doc 



EXHIBIT IV(B) 

Page 3 of 4 

SAMPLE 
COMPUTATION OF WSPP CREDIT 

FOR INCLUSION IN FERC FUEL ADJUSTMENT 

MONTH OF: 

Economy Sales/ 
Unit Commitment Sales/ 
System Capacity Sales: 

Customer 

L A D W  
NPC 
SCE 
SDG&E 
SMUD 

(1) 
Total 

Sales Revenue 
($1 

23,150 
4,250 

217,914 
45,788 

126,338 

(2) 

Fuel Cost 
(8 

17,703 
3,213 

161,272 
29,351 
88,257 

(3) (4) 

Wheeling Cost"' Markup 
(%) Col(7) - Col(2) - Col(3) 

1 06 
65 

1,047 
250 
678 

5,341 
972 

55,595 
16,187 
37,403 

t 

TOTAL SALES 11 5,498 
x 75% 

AMOUNT TO BE CREDITED TO FUEL ADJUSTMENT 86,624 

/1/ Reflects only those wheeling costs incurred by APS. 
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EXHIBIT IWC) 

Arizona Public Service Company 
Fuel Cost Adiustment Clause "Hold" Harmless" Calculation 

Table 1 
Calculation of APS' "Hold Harmless" Factor 

1998 FAC Factor 
j0.4070) 
10. 5574) 
(0.47781 10.3406) 

; Factor [Cot (1 ) + Col (2W2 1999 FAC - 

10.2499) 
10.2742) 

(0.32851 
10.41 58) 
10.4092) 

- 
(0.1768) 10. 1 71 9) (0.1669) 

10.2402) 
10.25501 

10.2493) 
lo. 1948) 

10.2448) 
f0.22491 

0.1298 10.1891) 10.0297) 
10.0961) 0.2997 10.4918) 

0.2254 f0.2361) 10.0053) 
10.31591 0.0378 (0.1391 1 
10.41 86) lo. 1469) 10.28281 
10. 1622) 

- 

Table 2 
Examples Showino Determination of the Applicable Monthly Corrected FAC Factor 

{Januarv 2000) 
For Illustrative Pumoses Only 

fa ~~~ 

fa P!l 
Actual Corrected "Hold Harmless" 

fa 
Calculated 

L11 
Preliminary Correction FAC Factor Factor From Applica ble 
FAC Factor FAC Factor cot (1) + Col12) Table 1 FAC Factor' 

10.491 8) 10. 1948) 
~~ 

j0.2970) 10.4918) 10.3285) 

Example B: 
______________I________l__l_l_l__l____I_ ($/km )------------------------- 

fa k9 la 
Actual Corrected "Hold Harmless" 

l.2 
Calculated 

u 
Preliminary Correction FAC Factor Factor From Amticable 
FAC Factor FAC Factor COl(1) + cot (2) Table 1 FAC Facto? 

0.0246 0.1002 - 0.1248 10.3285) 10.3285) 

' This Apdicable FAC factor shall alwavs be the lesser of the value in either Column 3 or Column 4. 
This Applicable FAC factor shall alwavs be the lesser of the value in either Column 3 or Column 4. 
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UNITED STATES OF AMERICA 
FEDERAL ENERGY REGULATORY COMMISSION 

Pinnacle West Capital Corporation ) Docket No. EROO- -000 
) 

Arizona Public Service Company ) 
1 

Docket No. ER99-4124-000 

APS Energy Services Company, Inc. ) Docket No. ER99-4122-000 

NOTICE OF FILING 
( ,2000) 

Take notice that on April -, 2000, Pinnacle West Capital Corporation 
(“PWCC”), filed an application for an order authorizing it to make wholesale sales of 
electric power at market-based rates, waiving certain of the Commission’s regulations 
and seeking blanket approval to engage in certain transactions. PWCC, Arizona Public 
Service Company and APS Energy Services Company, Inc. (collectively, the “Pinnacle 
West Companies”), also seek permission to transact among themselves at market-based 
rates and for modification of their wholesale code of conduct requirements and certain 
wholesale contracts. 

Any person desiring to be heard or to protest said filing should file a motion to 
intervene or protest with the Federal Energy Regulatory Commission, 888 First Street, 
N.E., Washington, D.C. 20426, in accordance with Rules 211 and 214 of the 
Commission’s Rules of Practice and Procedures (18 C.F.R. 9 385.211 and 18 C.F.R. 3 
385.214). All such motions or protests should be filed on or before 

, 2000. Protests will be considered by the Commission in 
determining the appropriate action to be taken, but will not serve to make Protestants 
parties to the proceedings. Any person wishing to become a party must file a motion to 
intervene. Copies of this filing are on file with the Commission and are available for 
public inspection. This filing may also be viewed on the Internet at 
http://www.ferc.fed.us/online/rims.htm (call 202-208-2222 for assistance). 

David P. Boergers 
Secretary 

http://www.ferc.fed.us/online/rims.htm


CERTIFICATE OF SERVICE 

I hereby certify that I have this day served the foregoing document upon each 

person designated on the official service list compiled by the Secretary in this proceeding. 

Dated at Washington, D.C., this 21st day of April, 2000. 

Alex M. Schnell 
Morgan, Lewis & Bockius LLP 
1800 M Street, N. W. 
Washington, D.C. 20036 
(202) 467-7622 

Attorney for 
Pinnacle West Capital Corporation 



FERC RIMS DOC 2077028 

JUry 28,2000 

0 

Honorable David P. Boagers, Stmtary 
Federal Energy Regulatory Commission 
888 First Street, N.E. 
Wasbhgt0aD.C. 20426 

http://rimsweb 1 .ferc.gov/rims.q?rp2-PrintNPick 

. .  Re: 1 

DearSecntaryBoeqers: 

Pursuaat to Section 205 of the Federal Power Act, 16 U.S.C. 9 8 2 4  (1994), and 
Rule 205 of the Rules of Practice and Procedure of the Fedrral Energy Regulatory 
Commission, 18 C.F.R 6 385.205 (1999), Pirmacle West Energy Corporation (“PWE”) 
hereby submits for filing six copies of an Application for order AppFoving Market-Based 
Rates. 

A form of notice suitable for publication in the Federal Register and a copy of the 
notice on a computer diskette am attached hereto. 

If you have any questions about this filing, pl to contact me. 

.C. 20036-5869 

/ 

- l o f21  

Phone: (202) 467-7000 

Barbara M. Champion, Senior Attorney 
Pinnacte West Capital Corporation 
P.O. Box 53999 --- 

2/14/2002 4:24 

http://rimsweb


FERC RIMS DOC 2077028 http://rimsweb 1 .ferc.gov/rims.q?rp2-PrintNPi& 

.. - 

2 of 21 

Mail Station 8695 
Phoenix, Arizona 85072-3999 
Phone: (602) 250-3547 

Attorneys for 
Pinnacle West Energy Corporation 

Enclosures 

2/14/2002 4:24 PM 
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-0. ‘. 
< - .> ,  *,- * 

UNITED STATES OF AMERlCA 
-.- BEFORE THE C’ < ’.< 

FEDERAL ENERGY REGULATORY COMMISSION %$, .- G..L 5 .c % 
9 

Pinnacle West Energy Corporation Docket No. ERW--OOO 

APPLICATION OF PINNACLE WEST ENERGY CORPORATION 
FOR ORDER APPROVING MARKET-BASED RATES 

Pursuant to Section 205 of the Federal Power Act, 16 U.S.C. 6 824d, and Rule 

205 of the Rules of Practice and Procedure of the Federal Energy Regulatory 

Commission (“FERC” or the “Commission”), 18 C.F.R. 6 385.205 (1  998), Pinnacle West 

Energy Corporation ( “ P W )  hereby submits for filing this Application for authorization 

to engage in wholesale power sales at market-determined prices. PWE requests that the 

Commission take the following actions: ( I )  accept its Market-Based Rate Tariff (the 

“Market Rate Tariff’) for wholesale sales of energy and capacity, including ancillary 

services within the California Independent System Operator (“ISO); (2) approve the 

code of conduct goveming P W s  relationship with its parent company, Pinnacle West 

1 

Capital Corporation (“PWCC), its public utility affiliate, Arizona Public Service 

Company (“APS’), and its marketing affiliate, APS Energy Services Company, Inc. 

(“APSES”) (collectively, the “Pinnacle West Companies”); and (3) grant waivers of 

certain of the Commission’s regulations and blanket authorizations of other actions under 

the Commission’s regulations. Pursuant to Section 35.3(a) of the Commission’s 

regulations, PWE also requests an effective date of 60 days after this filing, or the date on 

which the Commission issues an order approving PW’s application for market-based 

rates, whichever is earlier. 

3 of21 ?/I  412002 4:24 PM 
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I. DESCRIPTION OF PWE 

PWE was incorporated in Arizona on September 27, 1999, whose principal place 

of business is located at 400 North Fifth Street, Phoenix, Arizona, 85004. PWE does not 

own distribution facilities or transmission facilities other than those facilities associated 

with and supporting generation facilities that PWE will own (e.g., step-up transformers 

and related equipment). PWE is a subsidiary of PWCC. a holding company that is 

exempt from registration under the Public Utility Holding Company Act of 1935, in 

accordance with Securities and Exchange Commission ("SEC") Rule 2(a)( l ) . '  PWCC 

also owns APS, a public service corporation organized under the laws of the State of 

Arizona, which is engaged in the business of transmitting and distributing electricity in 

all or part of eleven of Arizona's fifteen counties. APS is also authorized to sell 

wholesale power and energy at market-based rates.' In its order granting market-based 

rate authority to APS, the Commission found that APS does not possess market power.' 

Additionally, PWCC is the parent of APSES, a markcter of electricity and energy- 

related services primarily to retail customers in Arizona and California. APSES also 

engages in wholesale marketing and brokering of electricity that is largely incidental to 

its retail function. In a Letter Order dated October 13, 1999.' the Acting Secretary of the 

Commission, pursuant to delegated authority, accepted APSES' market-based rate 

schedule for filing. 

On April 21, 2000, PWCC filed an application for authorization to engage in 

wholesale power sales at market based rates and requested that the Commission permit 

1 

2 

17 C.F.R. 4 250.2 (1999); see SEC File No. 69-306. 

Arizona Public &mice Co., 79 FERC 161,022 (1997). A P S  recently filed an updated 
market analysis in connection with its market-based rates. Ai izona Public Service Cornpony. 
Docket No. ER00-1875-000 (March 14.2000). 

3 79 FERC at 61,098-99. 

4 Reported at 89 FERC 7 61,024. 
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e 
PWCC and its affiliates, APS and APSES, to engage in inter-affiliate transactions at 

market based rates in conjunction with changes to their respective codes of conduct.' 

On June 20, 2000, the Commission conditionally accepted for filing a proposed 

market-based rate tariff and code of conduct for PWCC in Docket No. ER00-2268-000. 

In doing so, the Commission implicitly reaffirmed its earlier determination that PWCC's 

subsidiaries, APS and APSES, do not possess market power in the relevant generation or 

transmission markets. As ordered by the Commission, PWCC submitted a compliance 

filing to resolve all remaining concerns of the Commission regarding potential affiliate 

abuse and the effect of affiliate transactions on captive wholesale customers with fuel 

adjustment clauses. Upon acceptance of its compliance filing, PWCC will be authorized 

to engage in inter-affiliate transactions. 

PWE and APSES were formed in response to the restructuring currently 

underway in the wholesale and retail sectors of the electric industry in Arizona and 

elsewhere. P W  is currently in the business of owning and operating generating facilities 

and is actively engaged in developing and/or acquiring new generation facilities in 

Arizona and elsewhere. In Arizona, the Arizona Corporation Commission ("ACC") has 

implemented a plan to permit retail access. On October 6. 1999, the ACC approved a 

Settlement Agreement between APS and several customer groups and consumer 

advocates resolving retail electric competition-related issues and approving unbundled 

tariffs: 

? 

Under the terms of the Electric Competition Rules of the ACC and APS's 
Settlement Agreement, retail choice for APS's retail customers is being phased-in. All of 

APS's retail customers will be entitled to choose their retail power supplier beginning 

5 

6 ACC Decision No. 61973. 

Pinnacle West Capital Corporation, et al., Docket No.ER00-2268-000. 

3 
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January 1, 2001.' APS's retail customers that are not yet entitled to chose their retail 

power supplier are subject to retail rate reductions that will continue until after customer 

choice becomes available.' Under the Settlement Agreement, APS is entitled to apply for 

a change in the agreed upon rate reductions only in the event of an emergency or a 

material change in its cost of service as a result of specified extraordinary events. 

Pursuant to the ACC approved Settlement Agreement, APS is required to divest 

generation assets by December 31, 2002: On July 28, 2000, APS filed pursuant to 

Section 203 of the Federal Power Act, 16 U.S.C. 9 824(b), and Part 33 of the Regulations 

of the Commission, 18C.F.R., Part 33, a request to transfer to PWE certain FERC- 

jurisdictional facilities associated with generation assets being transferred to P W  as a 

further step toward a corporate restructuring. Once completed, APS will become 

primarily a "wires" company. 

Each sector of the electric utility market is becoming increasingly competitive and 

present greater market opportunities than have previously existed. Transferring the 

generation assets to PWE will help PWCC and its affiliates adapt their electric businesses 

to these changing markets. The restructuring plan will allow PWCC and its affiliates to 

better compete in these markets and permit it to better serve its customers and its 

shareholders. 

\ 

7 

8 

9 

See ACC approved Settlement Agreement, 4 1.1. 

See ACC approved Settlement Agreement, $8  2.2,2.6,2.7. 

See ACC approved Settlement Agreement, 8 4.1. 
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11. COMMUNICATIONS 

PWE respectfully requests that service of pleadings and deliveries of 
communications and correspondence concerning this matter be directed to the following: 

Barbara M. Gomez 
Treasurer Senior Attorney 
Pinnacle West Energy Corporation 
400 North 5th Street 
Mail Station 9996 
Phoenix, Arizona 85004 
Phone: (602) 250-5677 

Barbara M. Champion 

Pinnacle West Capital Corporation 
400 North 5th Street 
Mail Station 8695 
Phoenix, Arizona 85004 
Phone: (602) 250-3547 

Joel R. Spitzkoff 
Manager of Federal Regulation 
Arizona Public Service Company 
400 North 5th Street 
Mail Station 9905 
Phoenix, Arizona 85004 
Phone: (602) 250-2949 

John D. McGrane 
Mary Ann K. Huntington 
Kristina E. Beard 
Morgan, Lewis & Bockius LLP 
1800 M Street, N.W 
Washington, D.C. 20036 
Phone: (202) 467-7621 

Applicants request that the above-listed individuals be placed on the 

official service list compiled for this proceeding. 

111. LlST OF MATERIALS SUBMITTED WITH THIS FILING 

This filing contains the following materials: 

1. Exhibit A - PWE Market-Rate Tariff, including a form of service 
agreement; 

2. Exhibit B - PWE Code of Conduct governing its relationship with 
PWCC and its affiliates; 

3. Exhibit C - Notice of Filing suitable for publication in the Federal 
Register, with an electronic version on diskette. 

IV. REQUEST F'OR MARKET-BASED RATE APPROVAL FOR PWE 

The Commission traditionally has permitted an entity -- whether a public utility, 

an independent power producer, or a power marketer - to engage in wholesale sales of 

power and energy at market-based rates if the entity can demonstrate that neither it nor 

5 
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any of its affiliates have market power in relevant markets for generation service and 

transmission service (or have adequately mitigated such market power) and that neither 

can erect barriers to entry.” In evaluating requests for market-based rates, the 

Commission also considers whether there is any evidence of, or potential for, affiliate 

abuse or reciprocal dealing between the applicant and its affiliates.” As demonstrated in 

this application and its supporting materials, PWE satisfies the Commission’s criteria and 

should be granted authority to engage in wholesale power sales transactions at market- 

based rates, including sales of ancillary services into the California IS0.’2 In addition to 

governing the market-based sales of power and energy, the Market Rate Tariff will permit 

PWE to reassign transmission capacity, transmission rights, and associated ancillary 

services acquired for its own use under open access transmission tariffs. The Market Rate 

Tariff permits P W E  to resell such capacity and rights at a price not higher than the 

highest of (1) the price PWE originally paid for the scrvice, (2) the transmission 

provider’s maximum rate for the service on file at the time of the resale, or (3) PWE’s 

own opportunity costs capped at the applicable transmission provider’s cost of expansion 

at the time of the sale to the eligible customer.” The resold service will be provided in 

accordance with the terms and conditions of service of the original transmission 

provider’s applicable open access transmission tariff. PWE’s proposed reassignment of 

transmission and associated ancillary services is wholly consistent with reassignment 

k 

10 

11 

12 

13 

See, e.g., HeartIand Energy Service, Inc., 68 FERC 1 61,223. at 62,060 (1994) 
(“Heartland”). 

Id. 

The ancillary services PWE seeks authority to sell into the California IS0 are: replacement 
reserve service, regulation and frequency response service. energy imbalance service, 
operating reserve-spinning reserve service and operating reserve-supplemental reserve 
service. 

PWE will not charge a rate based on its opportunity costs absent a separate filing under 
Section 205 of the Federal Power Act. 

6 
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provisions the Commission previously has accepted.“ 

A. Market Power 

With respect to its market power concerns, the Coinmission generally requires 

that an entity seeking authorization to transact at market-based rates (1) demonstrate that 

the entire output of its or any of its afiliates’ generating facilities is committed under 

long-term contracts, (2) demonstrate that the applicant or its affiliates already are 

authorized to sell power at market-based rates, or (3) submit a market analysis that 

indicates that neither the applicant nor its affiliates have generation dominance in the 

relevant markets.” 

PWE’s parent company PWCC and its affiliates APS and APSES are already 

authorized to sell power at market-based rates.’‘ PWE relies on the market power study 

that its affiliates relied upon in support of their market-based rate applications, consistent 

with FERC precedent.” The transfer of generating assets between APS and PWE does 

not alter the results of the market power study. As such, the Commission should reach 

t 

the same conclusion here that it reached in Arizona Public Service Co. -- that PWE does 

l4 See. e.& AlIianr Services Company, 85 FERC 1 61,344 (1998); Select Energy, Inc., 85 
FERC q 61,290 (1998); Commonwealth Edison Co., 78 FERCY 61,312 (1997). 

15 LG&E Power Marketing, Inc., 68 FERC 761,247, at 62.12 1 ( 1994). 

l6 See Pinnacle West Capital Corp., et ai., 91 FERC 1 61,290 (2000); Arizona Public Service 
Co., 79 FERC at 61,098-101; APS Energy Services, Letter Order, 89 FERC 1 61,024. 

1’ See, e.g.. AIIiant Services Co., 85 FERC 1 61,344 (finding no market power based on 
affiliates’ market study approved in earlier merger order); Louisville Gas and Electric Co., 
et al., 85 FERC 61,215 (1998) (finding no market power based on affiliates’ market 
studies approved in earlier market-based rate application orders). 

e 7 
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not have generation market power.” 

B. Transmission Market Power 

In order to ensure that applicants for market-based rate authority do not possess 

transmission market power, the Commission generally requires the applicant, or its 

afiliated public utility, to file or have on file open access transmission tariffs for the 

provision of comparabIe s e ~ i c e s . ’ ~  APS filed its open access tariff on July 9, 1996 

(Docket No. OA96-153-OOO), and a revised open access tariff on July 12, 1996 (Docket 

NO. ER96-2401-000). The Commission consolidated the two dockets and, on June 18, 

1999, issued a letter order accepting a settlement governing APS’s transmission rates in 

the consolidated dockets. 

PWE will not own any transmission facilities except for those transmission 

facilities associated with the power plants being transferred (i.e. step-up transformers and 

related equipment), Accordingly, the availability of open access transmission service over 

APS’ transmission facilities under the APS transmission tariff eliminates the potential for 

any exercise of transmission market power by PWE. 

i 

C. Barriers to Entry 

In previous cases, the Commission has examined the possibility that an entity 

might be able to erect other barriers to entry as a possible ground for denying the 

18 As explained in footnote 2, above, APS recently filed an update to its market power study. 
See Arizona Public Service Co., Docket No. ER00-1875-000. That update was accepted by 
the Commission on May 2, 2000. 

19 See, e.g., Southern Indiana Gas & Electric Company, 71 FEKC ll61.021 (1996). 
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authority to charge market-based rates.*' PWE, PWCC, APS and APSES are not 

affiliated with entities that could impose barriers to entry in the electric power generation 

business through their ownership or control of any resources or inputs that could be 

essential to market entry by competitors. 

D. 

In evaluating market-based rate applications of affiliated power marketers, the 

Affiliate Abuse and Reciprocal Dealing 

Commission considers the potential for affiliate abuse and reciprocal dealing. The 

Commission has explained that affiliate abuse takes place when a public utility and an 

affiliated power marketer transact in ways that result in a transfer of benefits fiom the 

public utility (and the ratepayers) to the power marketer (and the shareholders}.2' Here, 

due to the restructuring of the Arizona retail market and the commitments made with 

respect to APS's wholesale customers in Pinnacle West Capital Corporation, et al. 

Docket No. ER00-2268-001 there is no potential for affiliate abuse. Accordingly, the 
t 

Commission should permit PWE and the other Pinnacle West Companies to engage in 

transactions at negotiated rnarket-based prices with each other under the codes of conduct 

governing relations between the Pinnacle West Companies. 

The proposed PWE code of conduct that is similar to the codes of conduct for 

PWCC, APS, and APSES is attached as part of Exhibit A. The Pinnacle West 

Companies note that the ACC code of conduct will also continue to govern relationships 

between APS and APSES. 

20 Heartland, 68 FERC at 62,062. 

21 Id.; Wholesale Power Services, hc. ,  72  FERC 9 61,284 (1 995). 
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AS detailed in Pinnacle West Capital Corporation. el d., Docket NO. ER00-2268- 

001, there is no risk of harm to the retail or wholesale custoniers of P W s  affiliate, U S ,  

from the proposed changes to the codes of conduct. AFS’s wholesale customers are 

protected by putting in place measures that will prevent any potentially inappropriate 

costs associated with affiliated transactions from being passed through to these 

customers. Under the Arizona restructuring and the Settlement Agreement, APS’s retail 

customers are protected by what is in essence a rate reduction and freeze and/or their 

ability to choose their electric supplier.” 

E. The Commission’s Filing Requirements 

Consistent with the Commission’s requirements, PWE commits that it will file 

quarterly transaction summaries and satisfy the Commission’s other standard reporting 

requirements for affiliated power marketers.” Specifically, PWCC will file umbrella 

service agreements for short-term transactions (one year or less) within 30 days of the 

date of commencement of service, to be followed by quarterly transaction summaries for 

specific sales. For long-term transactions (longer than one year), the actual service 

agreemenl for each transaction will be filed within 30 dilys after commencement of 

22 See AmerCen Energy Co., L.L.C., 90 FERC 1 61,080 (2000) (ratepayers who have retail 
choice or are protected by a rate freeze are not captive customers); Green Power Partners 1, 
LLC. et al., 88 FERC a 61,005 (1999) (waiving code of conduct requirement for UGI 
Development Co. because UGI does not have captive customers); Enron Energy Services 
Power, Inc., 81 FERC 9 61,267 (1997) (“we will not accept PECOs request that we treat 
customers participating in a state retail [choice] program as captive customers requiring 
expansion of Enron Energy’s code of conduct”). 

23 See Soufhern Co. Services. Inc., 87 FERC 1 6 1,2 14 ( 1999); Horizon Energy Co., 8 1 FERC fi 
6 1,368 ( 1997). 
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sef~ice.~‘ 

PWE commits that it will file a revised market power analysis every three years?’ 

V. REQUEST FOR EFFECTIVE DATE AND WAIVERS 

Consistent with the Commission’s decisions in previous power marketer cases, 

PWE respectfully requests that the Commission waive the following requirements of the 

Commission’s regulations: (1) the accounting and reporting requirements under Parts 41, 

101, and 141 of the Commission’s regulations; (2) the interlocking directorate filing 

requirements under Part 45 of the Commission’s regulations, or, alternatively, permission 

to file abbreviated filings with respect to interlocking directorates under Part 45; (3) the 

filing requirements of Subparts B and C of Part 35 of thc Commission’s regulations, 

other than Sections 35.12(a), 35.13@), 35.15 and 35.16; and (4) blanket authorization 

under Part 34 of all h twe issuances of securities and assumptions of obligations or 

liabilities as guarantor, endorser, surety or otherwise in respect of any security of any 

person.” Pursuant to Section 35.3(a) of the Commission’s regulations, PWE respectfully 

requests that the Commission accept the Market Rate Tariff for filing and pennit it to 

become effective the earlier of either sixty days after the date of this filing or the date 

upon which the Commission grants acceptance. 

24 Southern Co. Services, inc., 87 FERC at 61,84849. 

25 See Morgan Stanley Capital Group, Inc.. 69 FERC 1 61,175 (1994) (as clarified in 
Engelfiard Power Markring, Inc., 70 FERC 161,250 (1995)). 

26 See, e.g.. AES Huntington Beach, L.L.C., 83 FERCY 61,100 (1998). 
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PWE requests that the Commission issue an order granting: (1) authorization for 

PWE to engage in wholesale sales of electric power at market-based rates, including 

market-rate sales to its affiliates and sales of ancillary services at market-based rates in 

the California market; (2) acceptance of PWE's request for permission to reassign 

transmission capacity; (3) acceptance of the PWE Market Rate Tariff for filing effective 

the earlier of sixty days after the filing of this application or upon issuance of an order 

accepting the Tariff for filing; (4) approval of the proposed code of conduct governing 

PWEs relationship with the other Pinnacle West Companies; (5 )  certain blanket 

authorizations; and (6) certain waivers of the Commission's regulations as requested 

herein. 

12 
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a Pinnacle West Energy Corporation 
Rate Schedule FERC No. 1 

6. 

Original Page 1 

Pinnacle West Energy Corporatie 

MARKET-BASED RATE TARl FF 

Avai tability: Pinnacle West Energy Corporation (“PWE’9 makes electric 
capacity or energy available for sale for resale under this Rate Schedule to any 
purchaser. 

ApplicabiliQ: This schedule is applicable to all sales of electric capacity and/or 
energy by PWE 

This schedule is also available for purchases by the California Independent System 
Operator Corporation and its suppliers and market participants of Replacement 
Reserve Service and the following ancillary services as defined by the 
Commission: Regulation and Frequency Response Service, Energy Imbalance 
Service, Operating Reserve-Spinning Reserve Service, and Operating Reserve- 
Supplemental Reserve Service. 

This schedule also is applicable to the reassignment of transmission capacity, 
transmission rights and associated ancillary services, that PWE has acquired for its 
own use on the transmission systems of transmission providers. 

- Rates: All sales of electric capacity or energy shall be made at rates established by 
agreement between the purchaser and PWE. 

Other Terms and Conditions: All other terms and conditions shall be established 
by agreement between the purchaser and PWE. 

Effective Date: This Rate Schedule shall be effective on the date established by 
FERC. 

Reassignment of Transmission Rights: PWE may reassign transmission capacity, 
transmission rights, and associated ancillary services that it has reserved for its 
own use at a price not to exceed the highest of: (1) the original transmission rate 
paid by PWE; (2) the applicable transmission provider’s maximum stated firm 
transmission rate on file at the time of the transmission reassignment; or (3) PWE’s 
own opportunity costs, capped at the applicable transmission provider’s cost of 
expansion at the time of the sale to the eligible customer. P W E  will not recover 
opportunity costs in connection with reassignment without making a separate filing 
under Section 205. Except for the price, the terms and conditions under which the 
reassignment is made shall be under the terms and conditions governing the 
original grant by the transmission provider. Transmission and associated ancillary 
services may only be reassigned to a customer eligible to take service under the 
transmission provider’s open access transmission tariff or other transmission rate 
schedules. PWE will report the name of the assignee in its quarterly reports. 

Issued by: Alan Propper Effective: 

Issued on: July 28,2000 
Director, Pricing and Regulation 
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Pinnacle Wcst Energy Corporation 
. Rate Schedule FERC No. 1 

Pinnacle West Energy Corporation 

MARKET-BASED RATE TARIFF 

Original Page 2 

SERVICE AGREEMENT 

This Service Agreement, dated as of , is entered 

into by and between Pinnacle West Energy Corporation (“PwE”) and 

(“Customer”), pursuant to PWE’s Market-Based Rate 

Tariff, FERC Electric Tariff No. 1 (“Tariff 7. 

Each transaction hereunder will be canied out under terms and conditions as 

agreed upon by PWE and the Customer in accordance with the terms and conditions of 

the Tariff. 

lN WITNESS WHEREOF, PWE and Customer have caused this Service 

Agreement to be executed by their respective authorized officials as of the date first 

above written. 

Customer Pinnacle West Energy Corporation 

f 

Customer 

Signature of Representative Date Signature of Representative Date 

Name of Representative Name of Representative 

Title of Representative Title of Representative 

Issuedby: AlauproppCr 

Issued on: July 28,2000 
Director, Pricing nad Regulation 

Effective: 
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Pinnacle West Energy Corporation 
Supplement No. 1 to Rate Schedule FERC No. 1 
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Page I of 1 

Pinnacle West Energy Corporation 

STATEMENT OF POLICY AND CODE OF CONDUCT WITH RESPECT TO 
THE RELATIONSHIP BETWEEN 

PINNACLE WEST ENERGY CORPORATION AND 
ARIZONA PUBLIC SERVICE COMPANY 

The following Code of Conduct will govern the relationship between Pinnacle 
West Energy Corporation (“PWE”) and any other marketing affiliates that may be 
authorized by the Federal Energy Regulatory Commission to engage in sales for resale of 
energy and capacity at market-based rates (the “Marketing Affiliates”), and Arizona 
Public Service Company (“APS”), 

Marketing of Power 

1. To the maximum extent practical, the employees of the Marketing 
Affiliates will operate separately from the employees of APS. 

2. Sales of any non-power goods or services by APS, including sales made 
through affiliated EWGs or QFs, to the Marketing Affiliates will be at the 
higher of cost or market price. 

3. Sales of any non-power goods or services by the Marketing Affiliates to 
APS will not be at a price above market. 
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UNITED STATES OF AMERICA 
FEDERAL ENERGY REGULATORY COMMISSION 

Before Commissioners: James J. Hoecker, Chairman; 
William L. Massey, Linda Breathitt, 
and Curt HCbert, Jr. 

Pinnacle West Energy Corporation Docket No. ER00-33 12-000 

ORDER ACCEPTING FOR FILING PROPOSED-MARKET-BASED RATE TARIFF 

(Issued September 26,2000) 

In this order, the Commission accepts for fXng a proposed market-based rate 
tariff filed by Pinnacle West Energy Corporation (PWE). 

BACKGROUND 

On July 28,2000, PWE filed an application, under section 205 of the I 

Federal Power Act (FPA),' seeking: (1) authority for PWE to engage in wholesale sales 
of electric power at market-based rates, including market-based rate sales to its affiliates, 
and sales of ancillary services within the Catifornia Independent System Operator 
(California EO) market; (2) authority for PWE to reassign transmission capacity and 
transmission rights; (3) approval of a code of conduct for PWE? and (4) waivers of 
certain of the Commission's regulations and blanket authorizations for other actions under 
the Commission's regulations. 

PWE's application states that PWE's parent company, Pinnacle West Capital 
Corporation (PWCC), and its affiliates, Arizona Public Service Company (APS) and APS 

16 U.S.C. ?J 824d (1994). 

'PWE proposes to exclude from its code of conduct provisions that require 
simultaneous disclosure to the public of all market infomation shared between APS and 
its affiliates. 
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Energy Services Company (APSES) (collectively, Pinnacle West Companies), are already 
authorized to sell power at market-based rates3 

PW's application also states that the Arizona Corporation Commission (Arizona 
Commission) is in the process of rnodiwg its rules on retail electric competition within 
Arizona to allow fid retail choice? On October 6, 1999, the Arizona Commission 
approved a settlement agreement between APS and several customer groups and 
consumer advocates resolving retail electric competition-related issues and approving 
unbundled tariffs.' Pursuant to the settlement approved by the Arizona Commission, 
APS is required to divest its generation assets by December 3 1, 2002.6 

Notice of the filing was published in the Federal Register, with comments, 
protests, and interventions due on or before August 18,2000.' 

On July 28,2000, the same date that PWE filed the instant application, APS filed a 
request pursuant to section 203 of the FPA,* and Part 33 of the Commission's 
Regulations, 18 C.F.R. 5 33.1, sea., to transfer to PWE certain Commission 
jurisdictional facilities associated with generation assets being transferred to PWE as a 
further step toward a corporate re~tructuring.~ 

Interventions and Protests 

3PWE Application at 2. Pinnacle West Capital Corporation, 91 FERC 
fi 61,290 (2000) (PWCC), reh'p Dending; Arizona Public Service Company, 79 FERC 
161,022 (1997); APS Energy Services Company, Inc., Letter Order, 89 FERC 7 61,024 
( 1999). 

4PWE Application at 3. 

%. - 

?d. - at 4. 

'65 Fed. Reg. 48,985 (2000). 

'16 U.S.C. $ 824(b) (1994). 

APS's application under 203 of the FPA i s  currently pending Commission 9 

review in Docket No. EC00-118-000. 
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The Arizona Commission filed a notice of intervention. A timely motion to 
intervene was filed by Salt River Agricultural Improvement and Power District (Salt 
River). Timely motions to intervene and protests were filed by Tucson Electric Power 
Company vucson), Citizens Utilities Company (Citizens), and jointly by a number of 
electrical and irrigation districts in the State of Arizona (Arizona Districts)." A late-filed 
motion to intervene and protest was filed by Tohono O'odham Utility Authority (TOUA). 

Tucson and Arizona Districts reiterate concerns they raised in Docket No. EROO- 
2268-000, in which PWCC sought and was granted market-based rate authority, including 
authority to make market-based sales to affiliates.*' Tucson argues that PwE's 
application raises issues about market power and atliliate abuse. Arizona Districts raise 
similar concerns and also argue that PWEs filing should be rejected because it fails to 
meet the Commission's filing requirements under section 205 of the FPA for sales to 
affiliates at market-based rates. Citizens protests PWE's request to sell power to its 
afftliated franchised utility, APS, as well as other &liated marketers, at market-based 
rates, when considered in the context of APS divesting all its generating facilities to PWE 
(currently pending in Docket No. ECOO-I 18-000). TOUA argues that, taken together, the 
instant filing and the filing in Docket No. ECOO-118-000 will have an adverse impact on 
its rates, especially on the system incremental cost (SIC) feature under its wholesale 
power sales contracts with APS. TOUA also requests consolidation of this proceeding 
with the proceeding in Docket No. ECOO- 1 18-000. 

t 

On August 3 I, 2000, PWE filed for leave to file an answer and an answer to 
Arizona Districts' protest. On September 5,2000, PWE filed for leave to file an answer 
and an answer to TOUA's protest. 

"Arizona Districts are comprised of: Aguila Inigation District; Buckeye Water 
Conservation & Drainage District; Electrical District No. 1 of Pinal County; Electrical 
District No. 3 of Pinal County; Electrical District No. 6 of Pinal County; Electrical 
District No. 7 of Maricopa County; Electrical District No. 8 of Maricopa County; 
Harquahala Valley Power District; Maricopa County Municipal Water Conservation 
District No. 1; McMullen Valley Water Conservation & Drainage District; Roosevelt 
Irrigation District; and Tonopah lnigation District. 

"See PWCC, 91 FERC at 61,998-99; Tucson Protest at 4; Arizona Districts 
Protest at 4. 

a 
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DISCUSSION 

As a preliminaq matter, Arizona Commission's notice of intervention and the 
timely, unopposed motions to intervene of Salt River, Tucson, Citizens, and Arizona 
Districts serve to make them parties to this proceeding.'* In addition, we will grant 
TOUA's untimely motion to intervene, given TOUA's interest in this proceeding, the early 
stage of this proceeding, and the absence of any undue prejudice or delay. 

While Rule 213(a)(2) of the Commission's Rules of Practice and Procedure, 18 
C.F.R 8 385.213(a)(2) (2000), generally prohibits the filing of an answer to a protest, we 
will accept PWE's answers because they aid our understanding and resolution of the 
issues in this proceeding. 

A. Market-Based Rates 

The Commission allows power sales at market-based rates if the seller and its 
affiliates do not have, or have ddequately mitigated, market power in generation and 
transmission and cannot erect other barriers to entry. For an affiliate of a transmission- 
owning public utility to demonstrate the absence or mitigation of market power, the 
public utility must have on file with the Commission an open access transmission tariff 
for the provision of comparable services. The Commission also considers whether there 
is evidence of affiliate abuse or reciprocal dealing." 

I 

As we explain below, we find that PWE's proposed market-based rate tariff meets 
these standards. Accordingly, we will accept the proposed tariff for filing, without 
suspension or hearing, to become effective on September 25,2000,60 days after the date 
of filing. 

1. Generation Market Power 

As a result of the Arizona retail choice program, APS has proposed to divest its 
generation assets and for PWE to acquire fiom it certain FERC-jurisdictional generation 
facilities. APS's application for Commission approval of this transfer of jurisdictional 

12&g 18 C.F.R. 5 385.214 (2000). 

13&, Progress Power Marketing, Inc., 76 FERC 161,155 at 61,919 (1996), &r 
order approvinn settlement, 79 FERC fi 6 1,149 ( 1  997); Northwest Power Marketing 
Company, L. L.C., 75 FERC fi 6 1,28 1 at 6 1,889 (1996); accord Heartland Energy 
Services, Inc., al., 68 FERC 1 61,223 at 62,060-063 (1994) (Heartland). 
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facilities is pending before the Commission in Docket No. ECOO- 1 18-000. However, for 
purposes of evaluating the instant application, we will assume that this transfer of 
facilities takes place. 

The Commission recently evaluated the generation dominance of PWE's affiliates 
in Docket No. EROO- 1875-000, and, in our view, the proposed transfer of generating 
assets between APS and PWE would not alter the results of that market power study.14 
in addition, we are not aware of any other material changes in circumstances that would 
require a new market analysis. Thus, we find that PWE meets the Commission's 
generation market power standard for approval of market-based rates. 

2. Transmission Market Power 

When an affiliate of a transmission-owning public utility seeks authorization to 
charge market-based rates, the Commission has required the public utility to have an 
open access fransmission tariff on file before granting such authorization. PWE does not 
own any transmission facilities. Its aililiate, APS, filed an open access transmission tariff 
with the Commission in Docket No. OA96-153-000, as amended in Docket No. ER96- 
240 1400. Both filings were accepted by the Commission in a letter order dated June 18, 
1999. Thus, we find that PWE meets the Commission's transmission market power 
standard for approval of market-based rates. 

3. Other Barriers to Entry 

Based on our review of the application, we are satisfied that there are no issues 
regarding other barriers to entry of concern here. 

4. Affiliate Abuse/ Reciprocal Dealing 

PWE proposes to engage in transactions with its affiliated Pinnacle West 
Companies at market-based rates. PWE argues, based on the restructuring of the Arizona 
retail market (including a retail rate reduction, retail rate fieeze, and the implementation 
of retail choice) and the commitments made to APS's wholesale customers in PWCC and 

On March 14,2000, APS submitted an updated generation market study in 14 

Docket No. ER00-1875-000. This market study was accepted for filing by the Director, 
Division of Corporate Applications, Office of Markets, Tariffs, and Rates, acting under 
delegated authority, in an unpublished letter order issued on May 2,2000. 

, 
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Pinnacle West Capital Cornoration, Docket No. ER00-2268-001 ,lS that its application 
does not raise affiliate abuse issues.I6 Thus, PWE argues, there is no need for its code of 
conduct to include provisions requiring the simultaneous public disclosure of all market 
information shared among the affiliates. 

Citizens argues that it may face higher rates for capacity and energy through the 
SIC component of its requirements contract with APS (Citizens' PSA) if PWE obtains 
market-based rates. Citizens expresses concern that APS's divestiture of its generating 
assets to PWE, along with PWE's ability to sell power to APS at negotiated rates, will 
allow APS to manipulate the calculation of the SIC. 

Citizens also argues that the Palo Verde Index is not an effective safeguard to 
protect wholesale customers fiom affiliate abuse. Citizens states that the Palo Verde 
Index figure significantly exceeds Citizens' current SIC energy rates and is so inflated 
that, in most cases, the SIC methodology will determine the applicable energy charge, 
even if it includes above-market purchased power costs resulting fiom affiliate 
transactions. Thus, Citizens argues that use of the Palo Verde Index will allow PWE 
substantial latitude to inflate APS's SIC customers' rates. Citizens also argues that PWE's 
proposed use of the Palo Verde Index neither replicates nor reflects the parties' economic 
bargain set out in Citizens' PSA and thus is not a reasonable proxy for APS's SIC. 

TOUA raises concerns similar to those raised by Citizens. It states that the 
combined effect of PWE's request for market-based rates and APS's request for approval 
of its sale of generation facilities to PWE will be to increase TOURS rates, especially the 
SIC component of the rates. TOUA expresses concern that APS's SIC costs may be 

'sPWCC's market-based rate compliance filing was accepted for filing by the 
Director, Division of Corporate Applications, Office of Markets, Tariffs, and Rates, 
acting under delegated authority, in M unpublished letter order issued on August 25, 
2000 in Docket No. ER00-2268-001. This filing included fuel adjustment clause 
revisions consistent with our order in PWCC. See PWCC, 91 FERC at 61,998-99. 

PWE proposes to mitigate any potential harm to APS's wholesale customers by 
putting in place measures that will protect the customers from the improper pass-through 
of costs associated with affiliate transactions. In the case of APS's wholesale customers 
whose contracts include a pricing provision based on APSs system incremental cost 
(SIC), PWE proposes to cap the pass-through of costs to such wholesale customers at the 
lesser of APS's SIC or prices calculated based on the Palo Verde Index. In the case of 
APS's wholesale customers with an FAC, P W E  commits to abide by the commitments 
reflected in its compliance filing in Docket No. ER00-2268-00 I .  

16 
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driven up by inter-affiliate power purchases at negotiated rates. TOUA argues that this 
could result in PWE raising its customers' costs merely by making sales to its affiliates at 
inflated prices. 

In its protest, Tucson incorporates by reference arguments that it made in PWCC 
(rehearing pending). 

Arizona Districts urges the Commission to deny P W ' s  application to engage in 
wholesale power sales at market-based rates, including ancillary sewices and inter- 
affiliate transactions at market-based rates, for the same reasons it offered in its 
intervention in PWCC. 

As the Commission has explained in previous cases, there is a concern whenever a 
fraditional public utility can transact with an af?liIiated power marketer in such a way as 
to transfer benefits from a power saIe from the public utility's captive ratepayers to the 
shareholders." PWE argues that there is no potential for aff'iliate abuse here because 
APS's retail customers are protected by a rate reduction and freeze and/or their ability to 
choose their electric suppliers. As to APS's captive wholesale customers, PWE proposes 
to protect these customers against potential cost shifting by offering to abide by the same 
commitments made by APS, and accepted by the Cornmission, with respect to APS's 
wholesale customers in PWCC. 

In response to concerns raised by two of APS's customers, Citizens and TOUA, 
PWE represents that the transfer of contracts and generation assets from APS to PWCC 
and PWE will not affect the rate protections provided in Docket No. ER00-2268-000 to 
APS's wholesale customers. P W E  states that the provisions of its contracts with Citizens 
and TOUA will continue to be applied as if APS continued to own the generation. Thus, 
to the extent A P S  generation costs would have determined the SIC value, the appropriate 
monthly charge to SIC customers for generation from the transferred APS facilities will 
not be based on rates negotiated by or between the Pinnacle West Companies. P W E  
states that energy charges for transferred APS generation will be passed through to 
wholesale SIC customers in accordance with the terms of the applicable SIC provisions of 
the customer's contract, not at some higher rate negotiated by or between PWE, PWCC 

"& First Energy Trading & Power Marketing, Inc., 84 FERC fl61.214 at 62,037 
(1998); GPU Advanced Resources, Inc., 81 FERC 7 61,335 at 62,539 (1997); Detroit 
Edison Company, &, 80 FERC fl 61,348 at 62,197 (1997). 
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and AI'S.'' We find that PWE's explanation adequately resolves the concerns raised by 
Citizens and TOUA. 

In PWCC the Commission found PWCC's proposal to cap SIC prices at levels 
based on the Palo Verde Lndex a reasonable means to avoid potential afltiliate abuse. The 
Commission stated that, as is the genera! practice in the industry, these rates are used to 
price coordination transactions that occur on an "as-available basis" when both parties 
can agree on a price that satisfies each party's own economic  interest^.'^ The 
Commission stated that the four rate schedules affected were APS's cost-based 
coordination sales tariff and bilateral agreements with thrce customers (Citizens, 
Colorado River Commission of Nevada, and TOUA) and that none of the customers had 
objected to Pinnacle's proposal.2o 

We find without merit Citizens' argument that the Palo Verde Index is inadequate 
to protect against affiIiate abuse by the Pinnacle West Companies. The Commission has 
repeatedly held that capping the pass-through of prices resulting from affiliate 
transactions by reference to competitive prices at recognized market hubs provides an 
effective mechanism to prevent affiliate abuse.21 Citizens has failed to persuade us that 
the Palo Verde Index is not a recognized market hub with competitive prices or that this 
safeguard would not be adequate to prevent affiliate abuse under the circumstances at 
issue here.22 

Based on the protections against affiliate abuse accepted in Docket No. EROO- 
2268-000, wholesale customers with SIC provisions in their contracts receive the benefit 
of the actual APS SIC or the Palo Verde Index, whichever is lower. Thus, we agree with 
PWE that, where APSIS traders hedge and beat the market, there will be a direct benefit to 

'*PWE September 5 Answer at 5-6. 

19PWCC, 91 FERC at 61,998. 

'*Id. - at n. 18. 

See First Energy Trading Services, Inc., 88 FERC 161,067 (1999); AYP Energy, 21 

lnc., 87 FERC 7 61,009 at 61,022(1999); PWCC, 91 FERC at 61,998. 

'*In PWCC, the Commission stated that it was satisfied by PWCC's proposal to 
cap SIC prices based on the Palo Verde Index "because the Palo Verde Index is an open, 
transparent, well-recognized index of market prices in the Palo Verde region and because 
[PWCC] does not control prices under the Palo Verde Index.'' PWCC, 91 FERC at 
6 1,998. 
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Citizens and other SIC customers; where APS's traders do not beat the market (due to 
generation outages or otherwise), the Palo Verdc Index may provide a buffer a g a t  
excessive prices that protects the interests of APSs SIC customers. 

As noted above, Tucson and Arizona Districts each reiterate in this proceeding 
arguments they raised in Docket No. EROO-2268-000 and that we addressed in pWCC, 9 1 
FERC at 61,999. Thus, we will not revisit those issues here. Moreover, Tucson's 
arguments are more appropriately addressed on rehearing in PWCC.a 

For the foregoing reasons, we will approve PWE's request to make sales at market- 
based rates to its affiliates, including its proposed code of conduct. 

5.  Ancillarv Se rvices 

PWE requests authority to engage in the sale of certain ancillary services at 
market-based rates into the California IS0 market." We will grant PWE's request to 
make sales of ancillary services into the California IS0 market at market-based rates2' 

23Arizona Districts did not seek rehearing of PWCC. 

"PWE requests authority to provide the following ancillary services into the 
California IS0 at market-based rates: Regulation and Frequency Response Service, 
Energy Imbalance Service, Operating Reserve - Spinning Reserve Sexvice, and Operating 
Reserve - Supplemental Reserve Service. Pinnacle Application, Exhibit B (Proposed 
APS Market-Based Tariff at p.2). 

As noted above, Arizona Districts raise the same objections to PWE's request to 
engage in ancillary service sales into the California IS0 at market-based rates that it 
raised with regard to PWCC's similar request in Docket No. ER00-2268-000. The 
Commission fully addressed Arizona Districts' objections in PWCC, 91 FERC at 61,999, 
and Arizona Districts did not seek rehearing of the Commission's resolution of those 
issues in that proceeding. Accordingly, we will not revisit those issues here. 

25& AES Redondo Beach, L.L.C., gt &, 85 FERC n 61,123 (1998), order on w, 87 FERC q 6 I ,208 (1 999). 
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Mery kn K. Huntington 
202-467-7622 

February 12,1997 

r-3 
8 . 0  : . , -, 

Z 1  

r .. 
r-. ._ . a .=7 rri’ 
- *  

C.J : -_ ‘ 7  
Lois D. Cashell 
Secretary 
Federal Energy Regulatory Commission 
888 First Street, N.E. 

- ., i ” --’I:! 
. .  -.-, * .,- 

: . ‘.;e 
.- 

I,. Washington, D.C. 20426 c . ,  

Re: -7 - -  
- .  I ,  -.I 
- .  

Dear Ms. Casheil: 

Pursuant to Rule 205 of the Rules of Practice and Procedure of the Federal Energy Regulatory 
CommisSiOn, please find enclosed for filing on behalf of Arizona Public Service Company (“APS”) 
an original and fourteen (14) copies of APS’s 
Rates. Also enclosed is diskette containing a 

~ 

‘ wir. 

If you have any questions regarding the enclosed Application, please call me at (202) 467-7622. 

Very truly yours, 

Enclosures 

cc: ThomasPanish 

Y 

2/14/2002 4:32 PM 1of1 
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UNITED STATES OF AMERICA z3 
BEFORE THE 2 \:> -: 

FEDERAL ENERGY REGULATORY COMMISSION 5 < 
r :. .:! 

-., c=. <?J . 
-._ . 

. r -  
’1 

1 

1 
) Docket No. ER97- :%OO _. 

; : 7. )  
- .  c 3  , 

-2 

Arizona Public Service Company 
- .  . 

< r ,  

’ -4 

APPLICATION OF ARIZONA PUBLIC SERVICE COMPAWY 
FOR ORDER APPROVING MARKET-BASED RATES 

Pursuant to Rule 205 of the Federal Energy Regulatory Commission’s 

(“Commission’s”) Rules of Practice and Procedure, 18 C.F.R. 0 385.205 (1996), Arizona Public 

Service Company (“AF””) submits this application for authorization to engage in wholesale, bulk 

power sales at market-determined prices, including sales not involving APS’s generation or 

transmission. Specifically, APS requests that the Commission (1) accept and 2_ approve APS’s 

market-based Market Rate Tariff N u  “Market Tariff’), attached hereto as Exhibit A, (2) grant 

blanket authorizations for APS to make wholesale sales of electric power at rates to be negotiated 
I 

with the purchaser; and (3) waive the Commission’s filing requirements, as necessary. Pursuant to 

Section 35.3(a) ofthe Commission’s regulations, APS requests an effective date of 60 days after this 

filing, or the date on which the Commission issues an order approving APS’s application for 

market-based rates, whichever is earlier. 

1. BACKGROUND 

MS is a public utility company incorporated under the laws of Arizona. APS owns, 

operates and controls facilities located in the state of Arizona used for the generation, transmission, 

and distribution of electric power. APS is seeking authorization to engage in wholesale, bulk power 

marketing activities at negotiated rates. APS plans to engage in sales of its own generation, and may 

1 o f 1  2/14/2002 4:33 PM 
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. . - 

engage in purchase and resale transactions involving electric energy and capacity purchased fiom 

other public utilities, power producers, and power marketers. APS’s Market TtuEallows it to make 

sales of energy and capacity to unafiliated entities at market-based rates. 

11. COMMUNICATIONS 

0 

Communications regarding this Application should be directed to the following 

individuals: 

Thomas E. Pamsh, Esq. 
Law Department Mary Ann Huntington 
Arizona Public Service Company 
P.O. Box 53999 
Station 9820/18th Floor 

John D. McGrane, Esq. 

Morgan, Lewis & Bockius LLP 
1800 M Street, NW 
Washington, D.C. 20036 

Phoenix, AZ 85072-3999 (202) 467-762 1/7622 
(602) 250-3625 

Joel R. Spitzkoff 
Federal Regulation 
Arizona Public Service Company 
P.O. Box 53999 
Station 9860/18th Floor 
Phoenix, AZ 85072-3999 
(602) 250-2949 

Copies of this filing have been mailed to the Arizona Corporation Commission. 

, 

In. LIST OF MATERIALS SUBMITTED WITH THIS FILING 

The following is a list of materials APS has submitted with its application for 

market-based rates: 

Exhibit A - APS’s market-based Market Rate Tariff No. 1, including a Form of Service 
Agreement 

2 
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Exhibit B - 
Exhibit C - 

A Market Power analysis for APS 

A Notice of Filing suitable for publication in the Federal Register 

IV. REQUEST FOR MARKET-BASED RATE APPROVAL 

Historically, the Commission has required APS and other jurisdictional public utilities 

to develop their rates based on their “cost of service.” As more competition has developed in the 

wholesale power market, the Commission has been willing to accept rates that are negotiated between 

the parties without requiring cost support by the seller. In light of the rapid changes occurring in the 

electric utility industry, APS wants additional flexibility in pricing its wholesale power sales and, 

therefore, seeks authorization to make such sales at negotiated market-based rates, pursuant to the 

enclosed Market Tariff. 

The Commission generally will allow an entity -- whether a public utility, an 

independent power producer, or a power marketer -- to charge market-based rates if it can 

demonstrate that neither it nor any of its affiliates has, or has adequately mitigated market-power in 

generation and transmission and neither can erect barriers to entry. In evaluating requests for 

market-based rates, the Commission also considers whether there is any evidence of affiliate abuse 

or reciprocal dealing. In a number of recent cases, the Commission bas set forth the criteria that must 

be satisfied in order for a jurisdictional entity to receive authorization to charge market-based rates. 

The Commission has explained the current standards for market-based rates as follows: 

The Commission’s general standard is to allow market-based rates if 
the seller (and each of its affiliates) does not have, or has adequately 
mitigated market power in generation and transmission and cannot 
erect other barriers to entry. In addition, the Commission considers 
whether there is evidence of affiliate abuse or reciprocal dealing . . , 
In evaluating requests for open-ended, market rate authority, the 

3 
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Commission uses these same general standards but also implements 
reporting and independent review requirements because it Will not 
have the opportunity to examine the particular circumstanas of each 
transaction. 

HeCaiundEnergy &nice, Inc., 68 FERC 16 1,223, at 62,060 (1 994). The Commission uses these 

criteria to evaluate the market-based rate applications of traditional electric utilities, as well as power 

marketers. See Sourhwesiern Public Service Co., 72 FERC a 6 1,208 (1 995); Maine Public Service 

Co., 71 FERC 161,249 (1995). As demonstrated herein, APS meets the Commission’s criteria and 

should be granted authority to engage in transactions at market-based rates. 

A. Powy 

With respect to its generation market power concerns, the Commission generally 

requires that an entity (1) demonstrate that the entire output of its or any of its affiliates’ generating 

facilities is committed under a long-term contract; (2) demonstrate that it and its affiliates already are 

authorized to sell power at market-based rates; or (3) submit a market analysis that indicates that 

neither it nor its affiliates have generation dominance in the relevant markets. LG&E Power 

Marketing Z.C. ei al ,68 FERC f 6 1,247, at 62,12 1 ( I  994). The Commission has explained: 

When evaluahg generation dominance for a traditional investor- 
owned electric utility, an affiliated power producer or an independent 
power producer that proposes to sell at market-based rates on an 
open-ended basis, the Commission defines the geographic markets as 
those utilities directly interconnected to the seller (first tier markets). 
m a t e d  power marketers may sell in these same markets or in other 
markets. To guard against the possibility that an affiliated marketer’s 
rates would be affected by the generation dominance of an affiliated 
public utility, the atslated power marketer needs to provide a market 
analysis of the relevant market of its affiliates that own generating 
assets. Ifthe market analysis shows no generation dominance for the 
miates,  there would be no reason to ascribe generation dominance 
to the d i a t e d  power marketer in the same market or in any other 
(more remote) markets. 

4 
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Heurtlund, 68 FERC at 62,061 (footnotes omitted); see also Detroit Edison Co., 77 FERC f i  61,279, 

slip op. at 2 (Dee. 19, 1996); Paci$Cotp., 77 FERC f i  61,280, slip op. at 2 @ec. 19, 1996); Progress 

Power Marketing, inc., 76 FERC 1 61,155, at 6 I ,9 19 ( 1 996); Norrhwest Power Marketing Company, 

L.LC., 75 FERCl61,281, at 61,889 (1996). 

APS is engaged in the generation, transmission and distribution of electric energy and 

capacity in a franchised electric service territory. To address the Commission’s requirements 

concerning generation market power, APS has submitted with this filing a market power analysis, 

attached as Exhibit B, which demonstrates that APS does not have generation market power. 

Consistent with the Commission’s requirements, APS’s market-power analysis 

considers total and uncommitted capacity in WS’s fist tier markets. APS’s share of total generating 

capacity and uncommitted or surplus capacity in each first tier market was determined using data 

from the Western Systems Coordinating Council (“WSCC”) 1996 Loads and Resources Report. 

Additional information fiom the following sources was also utilized in preparing APS’s market power 

analysis: (1) “1995 WSCC Existing Generation” database; (2) RDI “POWERDAT database; and (3) 

“WSCC 1995 Coordinated Bulk Power Supply Program (1994-2004)” report. In determining 

uncommitted capacity, a reserve margin of6% to 25% was used for all of the first and second tier 

entities. The reserve margin data was obtained from the WSCC 1995 Coordinated Bulk Power 

Supply Program (1994-2000) report. If information on an individual company’s reserve margin was 

not available, then the summer, subregional power area average was used for that utility. 

The market power analysis demonstrates that APS does not have market power. M e r  

the effects of APS’s open access transmission tariff are taken into account, APS’s share of total 

5 
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capacity in the first tier markets ranges from 3% to 7%; APS’s share of uncommitted capacity is 0%. 

These figures are well within the range the Commission has approved for market-based rates. 

In addition to APS’s own generation, the market power analysis concludes that APS’s 

expected external power marketing activities do not raise generation market power concerns. The 

market power study explains that with the availability of open access transmission service, entry by 

those who woutd market power on a buy-and-sell basis is relatively easy; therefore, power marketing 

does not raise concerns about the exercise of market power. As a result, APS requests that the 

Commission grant its request to sell power at market-based rates. 

B. Pow= 

In order to ensure that utilities do not possess transmission market power, the 

Commission generally requires a public utility have on file an open access transmission tariff for the 

provision of comparable services See. e.g., Soufhern Indiana Gas & Electric Company, 77 FERC 

161,021 (1996). 
t 

On July 9, 1996, APS filed in Docket No. OA96- 153-000 an open-access transmission 

tariff providing for comparable services. 

C. to 

In addition to generation and transmission market power, the Commission also 

analyzes whether the entity seeking market-based rates owns or controls other potential barriers to 

entry. In prior cases, the Cornmission has indicated that it also will consider whether the entity is 

affiliated with, or owns, interstate gas pipelines or local gas distribution systems. 

6 
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APS is not attiliated with any entities that could impose barriers to entry in the electric 

power generation business through their ownership or control of any resources or inputs that could 

be essential to market entry by competitors. See Exhibit B, APS’s Market Power Analysis. 

D. 

In evaluating market-based rate applications of affiliated power marketers, the 

Commission also considers the potential for affiliate abuse and reciprocal dealing. The Commission 

has explained that affiliate abuse takes place when a public utility and an affiliated power marketer 

transact in ways that result in a transfer of benefits from the public utility (and the ratepayers) to the 

power marketer (and the shareholders). Heartland, 68 FERC at 62,062; Wholesale Power Services, 

fnc., 72 FERC fi 61,284 (1995). 

In this instance, there is no affiliated power marketer seeking market-based rates. APS 

itself is seeking market-based rates for its own wholesale power sales, including sales not involving 

APS’s transmission or generation facilities. For this reason, there is no affiliate abuse issue in this 

proceeding. See Southwestern Service Co., 72 FERC 761,208, at 61,968 (1995). 

0 

E. 

In Southern Company Services, fnc., 75 FERC 7 6  1,130 (1 996), the Commission 

revised its filing requirements for public utilities engaged in market-based sales. Consistent with the 

Commission’s requirements in Southern, APS commits that it will file quarterly transaction summaries 

of short-term transactions (transactions with a duration of one year or less) entered into under APS’s 

Market Tariff. For short-term transactions, APS will fist the purchaser, the transaction period, the 

unbundled prices for generation, transmission, and ancillary services, the amount of electricity sold, 

and the total charge to the purchaser. For long-term transactions (those with a duration of more than 

7 
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one year), APS Will file the transaction agreement within 30 days of commencement of service. Prior 

Nofice and Filing Requirements Under Part II of fhe Federal Power Act, 64 FERC 7 61,139, 

cb$ed, 65 FERC 161,081 (1993). For both the quarterly summaries and the service agreements 

for long-term transactions, APS will separately state the unbundled prices for generation, 

transmission, and ancillary services, as required by the Commission. See Cincinnati Gas & EIectric 

Co., 77 FERC fl 61,172, slip op. at 5 (Nov. 15, 1996). Additionally, to facilitate the orderly 

maintenance of the Commission’s files, APS will file its long-term transactions separately fiom its 

short-term transactions. 

With respect to electricity price risk management transactions (e.g., futures, options, 

swaps) that allow customers to control or mitigate adverse fluctuations in the price of electricity, the 

Commission has noted that while many such contracts obligate the selling company to deliver 

electricity upon the customer’s demand, fiequently the customer may decide not to exercise i t s  

contractual right to take delivery. As a result, APS will only file transactions which actually go to 

delivery. New Yurk Mercantile Exchange, 74 E R C  1 6 1.13 1 ( 1 996). 

APS commits that it will file a revised market analysis every three years. This is 

consistent with Commission precedent. Morgati StanIey CapitaI Group, Inc., 69 FERC 1 61,175, 

at 6 1,695 (1 994) (as clarified in Engelhard Paver Marketing, Inc., 70 FERC 7 6 1,250( 1995)). 

V. OTHER INFORMATION 

APS is unable to determine the level of use of its Market Tariff; therefore, APS cannot 

provide an estimate of revenues. 

8 
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There are no expenses or costs included in the proposed rates that have been judged 

in any administrative or judicial proceedings to be illegal, duplicative, or unnecessary costs that are 

demonstrably the product of any discriminatory employment practices. 

APS respectklly requests that the Commission accept the Market Tariff for filing and 

permit it to become effective 60 days from the date of this filing, or the date of the Commission’s 

order accepting APS’s request for market-based rate approval, whichever is earlier. Because APS 

has requested market-based rate authority, many of the Commission’s filing requirements are 

inapplicable. To the extent any filing requirement is not satisfied by the material enclosed herewith, 

APS requests a waiver of any additional filing requirements in Part 35 of the Commission’s 

regulations which may be neceSSary to permit implementation of the Market Tariff in accordance with 

its terms. 

9 
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VI. CONCLUSION 

WHEREFORE, for the foregoing reasons, APS requests the Commission to issue an 

order that grants authorization for APS to make wholesale sales of electric power at market-based 

rates, including sales not involving APS’s generation or transmission. APS requests an effective date 

60 days fiom the date of this filing, or the date of the Commission’s order accepting APS’s request 

for market-based rate approval, whichever is earlier. 

Respectfully submitted, 

ry Ann Huntington f tchael P. Donahue 
Morgan, Lewis & Bockius, U P  
1800 M Street, NW 
Washington, D.C. 20036 
(202) 467-7000 

Thomas E. Pamsh, Esq. 
Law Department 
Arizona Public Service Company 
P.O. Box 53999 
Station 982011 8th Floor 
Phoenix, AZ 85072-3999 
(602) 250-3625 

Dated: February 12, 1997 
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ARIZONA PUBLIC SERVICE COMPANY 
MARKET RATE TARIFF NO. 1 

(MR-1) 

1 DEFINITIONS 

The following terms shall have the specified meaning when used in the Market Rate 

Tariff No. 1 (“Tariff) or in a Service Agreement 

-: The Federal Energy Regulatory Commission. . .  1.1 

1.2 Customer: An entity that executes a Service Agreement under this Tariff. 

1.3 -: The initial agreement and any supplements thereto entered 

into by a Customer and Arizona Public Service Company (“APS”) for service 

under this Tariff. 

1.4 This Market Rate Tariff No. 1 as it may be amended andor superseded 

from time to time. 

1.5 Transaction: An individual transaction scheduled pursuant to this Tariff and a 

Service Agreement. 

2 AVAILABILITY 

2. I 

2.2 

This Tariff is available for purchases of electric energy and/or capacity from APS. 

No entity affiliated with APS is eligible for service under this Tariff. 

3 CHARACTER OF SERVICE 

APS may provide capacity and/or energy under this Tariff in varying amounts, at varying 

levels of firmness or priorities of service, for varying periods of service, and in 

accordance with varying delivery schedules, as agreed to between the Customer and MS. 
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Arizona Public Service Company 
Market Rate Tariff No. 1 (MR-1) 

Page -2- 

4 RATES 

4.1 The rates for purchases under this Tariff shall be as agreed to by the Customer and 

APS. 

Should APS obtain transmission service under its Open Access Transmission 

Tariff for sales under this Tariff, it will separately state the prices for wholesale 

4.2 

generation, transmission and ancillary services. 

5 SERVICE AGREEMENTS 

5.1 Prior to the commencement of service to a new customer, APS and each new 

Customer will execute a Service Agreement. APS will file a copy of the executed 

Service Agreement with the Commission. 

5.2 APS may refuse, at its sole discretion, to enter into a Service Agreement or 

Transaction under this Tariff APS is under no obligation to execute a Service 

Agreement to provide service hereunder. 

Acceptance of service by the Customer pursuant to a Service Agreement commits 5.3 

the Customer to the provisions of this Tariff and to the terms of the Service 

Agreement. 

6 EXPANSION OF FACILITIES 

APS wilt have no obligation under this Tariff or any Service Agreement executed 

hereunder to plan its system, to enlarge or modify its facilities or operate its system in 

such a manner in order to provide or maintain energy andor capacity sold hereunder. 

http://rimsweb
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Arizona Public Service Company 
Market Rate Tariff No. 1 (MR- 1 ) 

Page -4- 

FORM OF SERVICE AGREEMENT 

This Service Agreement, dated as of , is entered into by 

and between Arizona Public Service Company (“Company”), and 

(“Customer”). pursuant to the Company’s Market Rate Tariff 

No. I (“Tariff’). 

Each transaction hereunder shall be carried out under terms and conditions as agreed 

upon by the Company and Customer in accordance with the terms and conditions of the Tariff. 

IN WITNESS WHEREOF, Company and Customer have caused this Service 

Agreement to be executed by their respective authorized officials as of the date first above 

written. 

ARIZONA PUBLIC SERVICE COMPANY 

By: By: 

Title: Title: 

Date: Date: 

http://rimswebl
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EXHIBIT B 

Arizona Public Service Company’s 
Generation Market Power Analysis 

The Federal Energy Regulatoly Commission (“FERC”) has required those requesting 

the right to make wholesale bulk power sales at market-determined prices to document that they do 

not possess either transmission markef paver or generation dominance. Concerning the first of 

these, FERC has found that concerns about what is called transmission market p e r  can be 

eliminated by the filing of an open access transmission tariff that meets its comparability requirements. 

With the Final Rule in Docket No. RM95-8-000, Promoting wholesale Competition Through Open 

Access Non-Discriminatory Transmision Services By Public Utilities and Recovery of Stranded 

Cos& by Public Utilities and Transmitting Utilities, FERC Stats. dc Regs. 1 3 1,026 (1996) (“Order 

No. 888’7, all jurisdictional utilities were required to file such tariffs, and so this seemingly no longer 

has significance as a separate requirement for granting market-based pricing authority. Arizona 
‘ 

Public Service Company (“APS) already has filed such a tariff. Concerning the second, generation 

dominance, FERC‘s approach for assessing the appropriateness of market-based pricing for 

wholesale bulk power sales from existing capacity has been to look at the applicant’s shares of total 

and uncommitted generating capacity within various first tier markets?‘ FIZRC’s approach for 

assessing the appropriateness of market-based pricing for wholesale bulk power sales from new 

capacity is to examine whether the applicant for market-based pricing authority controls entry barriers 

that might be used to thwart potential competitors. This exhibit, including its attached tables, 

I/ The analysis examines APS’s share of total and uncommitted generator capacity with APS’ 
first tier and second tier markets. 

http://rimswebl
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provides, in support of APS’s application for market-based pricing authority, the types of analyses 

which FERC has required. 

FIRST TIER ANALYSES 

As indicated, FERC’s approach for assessing the appropriateness of market-based 

pricing for sales from existing capacity has been to look at the applicant’s share of total and 

uncommitted capacity within various first tier markets. A first tier utility is one that is directly 

interconnected with the applicant. The participants in each first tier market, sometimes called a hub 

and spoke market, include (i) the utility on whom the market is centered, (ii) the applicant for market- 

based pricing, (iii) each utility other than the applicant that is interconnected with the center utility, 

and (iv) any other utility that can be accessed by the applicant’s open access transmission tariff? For 

such analyses, total capacity generally is considered to be the sum of owned capacity plus firm 

purchases net offirm sales, while uncommitted capacity is the excess of the company’s total capacity 

over the sum of its peak demand plus reserve responsibility. Consistent with the Commission’s 
t 

requirements, APS’s market-power analysis considers total and uncommitted generating capacity in 

APS’s first tier markets. 

The utilities interconnected with APS are as follows: Arizona Electric Power 

Cooperative, Inc. (“AEPC“), Colorado River Indian Imgation Project (“GRIP"), El Paso Electric 

Company CEPE”), Electrical and Irrigation Districts (“EDIID”),~ Imperial Irrigation District (“KD”), 

Y With the issuance of Order No. 888 and its requirement that all jurisdictional utilities file open 
access transmission tariffs, this category seemingly should be revised to include all utilities 
accessible by payment of but a single wheeling charge, and not just those accessible by a 
single wheeling charge over the applicant’s system. 

ED/ID consists of Aguila Irrigation District (“AID”), Buckeye Water Conservation & 
(continued.. .) 
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Los Angeles Department of Water & Power (“LADW), Navajo Tribal UfUy Authority (“NTUA”), 

Nevada Power Company (“IWVP”). PacifiCorp-West (“PAC-W), PacifiCorp-East (“PAGE”), 

Plains Electric Generation & Transmission Cooperative (“Plains”), Public Service Company of New 

Mexico ( “ P W ) ,  Salt River Project (“SRP”), San Diego Gas & Electric Company (“SDG&E), 

Southern California Edison Company (“SCE), Southern California Public Power Association 

(“SCPPA”), Tohono O’Odham Utility Authority (“TOUA”), Tri-State G&T Association, Inc. 

(“TSGT”’), Tucson Electric Power Company (“TEP), United States Bureau of Reclamation-Lower 

Colorado River (“USLC), United States Bureau of Reclamation-Upper Colorado River-NW 

(“USUCNW), United States Bureau of Reclamation-Upper Colorado River-RM (“USUCRM”), 

Western Area Power Administration-Lower Colorado River (“WAUC,), Western Area Power 

Administration-Lower Colorado River (“WALC”), Wickenburg Electrical Department (“WED), and 

Williams (“WMS”). 
I 

The results of the first tier analyses are summarized in Tables 1, 2, and 3 attached 

hereto. Table 1 contains information on total installed capacity, frm load, firm purchases, firm sales, 

planning reserve margin (the percent of total capacity that is reserves and the amount of reserves), 

and uncommitted capacity for each first and second tier entity; Table 2 contains an analysis of each 

first tier target market, and Table 3 contains a summary of APS’s market share of total installed and 

uncommitted capacity. 

Y(. . .continued) 
Drainage District (“BWCD’), Electrical District No. 1 CEDI”), Electrical District No. 3 
(“ED3”), Electrical District No. 7 (“EDT), Electrical District No. 8 (“EDV), Harquahala 
Valley Power District (“HVPD), Maricopa County Municipal Water conservation District 
No. 1 (“MCM”), McMuffen Vafiey Water Conservation & Drainage District (“MVD”), 
Roosevelt Irrigation District (“RID”), and Tonopah Irrigation District (“TI”’). 
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a 
and after the effects of the open access tariff have been incorporated. Under either analysis, APS’s 

figures are far below those which might suggest concern about the potential exercise of market power 

under either FERC precedent or any other reasonable standard. 

ENTRY BARRIERS 

The above analyses implicitly assume that all of APS’s sales under market-based 

pricing authority will involve its own generation or transmission. However, A P S  also may make sales 

under this authority that do not involve its own generation or transmission. Such sales do not present 

any concerns about the possible exercise of market power. Ease of entry is one of the most important 

factors to consider in assessing the potential for the exercise of market power. Where entry is 

relatively easy, concerns about the potential exercise of market power should vanish. With the advent 

of open access transmission tariffs, entry by those who would market electric capacity on a 

buy-and-resell basis, as APS may do, is relatively easy. It requires access to those transmission tariffs, 

knowledge of supply and demand sources, and perhaps an ability to recognize various types of risk 

and provide mechanisms to hedge these, but it does not require various types of capital investments 

in generation or transmission plant that in the past might have been used to argue that entry was 

difficult. In short, there are potentially many entities that could compete with APS in the marketing 

of capacity on an simultaneous buy-and-resell basis. Stated differently, with the advent of open 

access transmission tariffs, power marketing does not possess the characteristics of an activity where 

there are likely to be realistic concerns about the exercise of market power. 

In the past, FECRC’s analyses of potential barriers have focused on control of sites at 

which new generation might be constructed, control of fuel supplies and control of fuel transport 

facilities. As a general matter, a single firm is unlikely to have sufficient control in any of these areas 

1 of8 
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a -  
to enable it to thwart entry by its competitors. The specific facts indicate that such control is not 

present in this case. APS plans to install a combustion turbine near Kingman, Arizona in 1998 to 

serve the load of Citizens Utilities Company ("CUC") in the Kingman area and which cost will be 

directly assigned to CUC. However, at this time, there is no firm commitment to install additional 

APS owned generation resources. Additionally, APS does not have ownership in or control of any 

fossil &el or nuclear he1 resources. Finally, as a joint participant in the Navajo Generating Station, 

APS has partial ownership interest in the railroad that delivers coal fiom the mine to the plant 

(including the locomotive, coal cars and approximately 80 miles of track). Other than this, APS does 

not have, in part or whole, any ownership interest in he1 transportation facilities. 

t 
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ANALYSIS OF EACH FIRST-TIER TARGET 

FIRST-TIER ENTITY: AEPC 

BEFORE OPEN ACCESS TRANSMlSSlON TARIFF 
(DIRECTLY INTERCONNECTED ENTITIES) 

I 

EPE 
PNM 

ISRP 
USLC 
TEP 
WALC 

1.TNP 

IO SUBTOTAL (2+ .....+ 9) 
II TOTAL (1+10) 

AFTER OPEN ACCESS TRANSMISSION TARIFF 
I (ADDITIONAL POTENTIAL MARKET PARTICIPANTS) 

12 ICRllP 
13 EDIlD 
14 IlD 
I5 LDWP 
16 NTIJA 
17 NEVP 
18 mc-w 
19 PAC-E 
20 PKGT 
21 SIXjE 
22 SCE 
23 SCPPA 
24 TOUA 
25 TSGI' 
26 IJSUC 
27 lJSUC 
28 WAUC 
29 WED 
30 WMS 

31 SUB TOTAL (I 1 + ..... + 30) 
32 TOTAL (I 1 + 31) 

I APS'SHARE OF TOTALTARGET MARKET 
33 IBEFORE OPEN-ACCESS TARIFF (2 I t 1) 
34 IAITER OPEN-ACCESS TARIFF (2 I 32) 

4RKET 
TOTAL 

INSTALLED 
CAPACITY 

52C 

3.943 

1.497 

4.086 
547 

1.948 
457 

13,964 
14.484 

I ,486 

653 
7,516 

2,994 
6.833 

938 
235 

3.055 

739 

1,256 

18.237 

1,807 

44,262 
58,747 

213% 
6.7% 

MARKET I OF 22 

UNCOMMITTEC 
CAPACITY 

31 

62 
IO! 

8t 

134 
571 

957 
996 

330 
1.531 

558 

439 

222 

616 

3,695 
4.69 I 

0.0% 
0.0% 

GEN-MPA.XLSTable2-AEPCO 
w197 
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TABLE 2 
MARKET 3 OF 22 

ANALYSIS OF EACH FIRST-TIER TARGET MARKET 
TOTAL 

INSTALLED 
LINE I I CAPACITY 

1 [FIRST-TIER ENTITY: EPE I 1.486 
BEFORE OPEN ACCESS TRANSMISSION TARIFF 

(DIRECTLY INTERCONNECTED ENTITIES) 
2 APS 3.943 
3 
4 
5 
6 
7 
X 
9 
IO 
I I  
12 
13 
14 
I5 
16 
17 
In 
19 
20 

PAC-W 
PAC-E 
USUC 
I ISllC 
‘ISGI 
WAIJC 
PEGT 
PNM 
‘I-NP 
SRI’ 
TEP 
AEPC 
CI’C 
SCE 
LDWP 
SD<X 
SCPPA 
MlSX 

SUB TOTAL (2 + ..... + 20) 
TOTAL (1+21)  

AFTER OPEN ACCESS TRANSMISSION TARIFF 
(ADDITIONAL POTENTIAL MARKET PARTICIPANTS) 

24 
25 
26 
27 

29 
30 
31 
32 

28 

EDIID 
IID 
NTUA 
N E W  
T01JA 
1ISI.C 
WALC 
WED 
WMS 

33 SUBTOTAL (22+ .....+ 32) 
34 TOTAL (22 + 33) 

APS‘ SHARE OF TOTAL TARGET MARKET 
35 IBEFORE OPEN-ACCESS TARIFF (2 / 22) 

AITER OPEN-ACCESS TARIFF (2I34) 
36 I 

6,833 
93.9 

1.256 
1.807 
235 

1.497 

4,086 
1,948 
520 

18,237 
7.516 
3,055 
739 

52.610 
54.096 

653 

2.994 

547 
457 

4.65 I 
58.747 

1.3% 
6.7% 

UNCOMMITTEC 
CAPACITY 

63 

i ssa 

222 
616 

I03 

86 
I34 
38 

1,531 
439 

3.727 
3,790 

330 

572 

90 I 
4,691 

0.0% 
0.0% 

2/7/97 
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a 
MARKET 4 OF 22 

ANALYSIS OF EACH FIRST-TIER TARGET I ARKET 
TOTAL 

INSTALLED UNCOMMWTEE 
CAPACITY LINE 

1 ED/ID 

BEFORE OPEN ACCESS TRANSMISSION TARIFF 
(DIRECTLY INTERCONNECTED ENTITIES) 

2 APS 

3 SUB TOTAL (2 + ..... + 2) 
4 TOTAL (1+3) 

AFTER OPEN ACCESS TRANSMISSION TARIFF 
(ADDITIONAL POTENTIAL MARKET PARTICIPANTS) 

5 AEPC 
6 CRllP 
7 EPE 
8 Ill3 
9 LDWP 
10 NTUA 
I 1  NEVP 
12 PAC-W 
13 PAGE 
14 P E W  
I5 PNM 
16 SKP 
17 SDGE 
Id SCE 
I9 SCPPA 
20 ’1 OUA 
21 TSCiT 
22 1’13P 
23 USLC 
24 LJStJC 
25 USUC 
26 WALC 
27 WAUC 
28 WED 
29 WMS 

30 SUBTOTAL (5+..-.+29) 
31 TOTAL (4+30) 

CAPACITY 

3,943 

3,943 
3,943 

520 

1.486 
653 

7,516 

2,994 
6,833 
938 
233 

1,497 

3.055 
18.237 

739 

4.086 

38 

63 
330 

1,531 

558 

I03 
86 

439 

222 
I34 

572 
616 

4.69 I 
4.69 1 

0.0% 
0.0% 

1,256 
1.948 
547 

457 
1,807 

54.804 
58.147 

I APS‘ SHARE OF TOTAL TARGET MARKET 
32 [BEFORE OPEN-ACCESS TARIFF (2 C4) IM).O% 

6.7% 33 (AFTER OPEN-ACCESS TARIFF (2’/3ij 

2m97 
PAGE 9 OF 34 (;EN- M PA. X LSTablc2-EDs-1 Ds 
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MARKET 5 OF 22 

ANALYSIS OF EACH FIRST-TIER TARGET I 

FIRST-TIER ENTITY: I ID 

BEFORE OPEN ACCESS TRANSMISSION TARIFF 
(DIRECTLY INTERCONNECTED ENTITIES) 

3 
4 
5 
6 
7 
8 
9 
IO 
I I  

EPE 
PNM 
SRP 
USLC 
WALC 
SCE 
LDWP 

SCPPA 
S K J E  

12 SUBTOTAL (2+ .....+ 11) 
13 TOTAL ( I  +12) 

AFTER OPEN ACCESSTRANSMISSION TARIFF 
(ADDITIONAL POTENTIAL MARKET PARTICIPANTS) 

14 AEPC 
I5 CRlIP 
16 EDIID 
17 NTUA 
18 NIWP 
19 PAC-W 
20 PAC-E 
21 PEGT 
22 'I'OUA 

24 I'EP 
25 USUC 
26 USUC 
27 WAUC 
28 WED 
29 WMS 

30 SUB TOTAL (14 + ..... + 29) 
31 TOTAL (13 + 30) 

23 ' r s w  

APS' SHARE OF TOTAL TARGET MARKET 
32 
33 

BEFORE OPEN-ACCESS TARIFF (2 I 13) 
AFTER OPEN-ACCESS TARIFF (2 131) 

4RKET 
TOTAL 

INSTALLED 
CAPACITY 

653 

3.943 
1,484 
1.497 
4.086 

541 
457 

18,231 
7,516 
3.055 

739 

4 1,562 
42.2 15 

520 

2,994 
6.833 

93 8 
23 5 

1,256 
I .948 

1,807 

16.53 I 
58.747 

93% 
6.7% 

UNCOMMITTED 
CAPACITY 

330 

63 
1 03 
86 

572 

1,531 
434 

2,793 
3,123 

38 

558 

222 
134 

616 

1,568 
4.69 I 

0.0% 
0.0% 

GEN-MPA. X LSTablu2-I IO 
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ANALYSIS OF EACH FIRST-TIER TARGET I 
LINE 

I FIRST-TIER ENTITY: LDWP 

BEFORE OPEN ACCESS TRANSMISSION TARIFF 
I (DIRECTLY INTERCONNECTED ENTITIES) 

2 IAPS 
3 BPA 
4 USCE 
5 lJSPN 
6 WAMP 
7 ICPA 
8 EPE 
9 PNM 
10 APA 
I I  SRP 
12 US1.C 
13 TEP 
14 IID 
I5 WALC 
16 SCE 
17 SDGE 
18 NEVP 
19 SCPPA 
20 MWD 
21 CDWR 
22 ANHM 
23 BURB 
24 GLEN 
25 PASA 
26 RVSD 
27 AZSA 
28 BNNG 
29 CLTN 
30 VERN 
31 PG&E 
32 USMI' 
33 WAMP 
34 MSR 

35 SUBTOTAL (2+ .....+ 34) 
36 TOTAL (I+35) 

MARKET 6 OF 22 

ARKET 

CAPACITY CAPACITY 

I 
3.943 . 
1.351 

14,450 
7, I07 

45 
338 

1.486 
1.497 

400 
4.086 

547 
1,948 

653 
457 

18,237 
3.055 
2,994 

739 
I54 

I .838 
377 
354 
345 
327 
I72 
32 
22 

2 
43 

17,414 
1.257 

I 
143 

85,814 
93,330 

14,45(1 
7. I O 7  

45 

63 
I03 
23 
86 

I34 
330 
572 

439 

338 

1,027 
473 
105 
72 
66 

237 
62 
36 
33 
83 

205 
%I 
I43 

27,192 
28,723 

GEN-MPA.XLSTahlc2-LADWP 
2/7/97 
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ANALYSIS OF EACH FIRST-TIER TARGET 

LINE 

AITER OPEN ACCESS TRANSMISSION TARIFF 
I (ADDITIONAL POTENTIAL MARKET PARTICIPANTS) 

37 IAEPC 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 

51 

CRllP 
ED/ID 
NTUA 
PAC-W 
PAC-E 
PEGT 
TOUA 
TSGT 
usuc 
usuc 
WAUC 
WED 
WMS 

SUB TOT (37 + ..... + SO) 
52 I TOTAL (36 + 51) 

\RKET 
TOTAL 

INSTALLED 
CAPACITY 

520 

6,833 
93 8 
235 

1,256 

1.807 

11,589 
104,919 

APS‘ SHARE OF TOTAL TARGET MARKET 
53 BEFORE OPEN-ACCESS TARIFF (2 136) 4.2% 
54 AFTER OPEN-ACCESS TARIFF (2 152) 3.8% 

GEN-MPA.XLSl’able2-I.ADWP 

MARKET 6 OF 22 

UNCOMMITTED 
CAPACITY 

38 

558 

222 

616 

1,434 
30,157 

0.0% 
0.0% 0 

0 
PAGE 12 OF 34 
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ANALYSIS OF EACH FIRST-TIER TARGET I 
LINE 

I NTUA 

BEFORE OPEN ACCESS TRANSMISSION TARIFF 
(DIRECTLY INTERCONNECTED ENTITIES) 

2 APS 
3 PAC-W 
4 P A C 4  
5 usuc 
6 usuc 
7 'ISGT 
8 WAUC 
9 EPE 
IO NAP1 
II PNM 
I2 FARM 
13 SRP 
14 SCE 

15 SUB TOTAL (2 + ..... + 14) 
16 TOTAL (I +IS) 

AFTER OPEN ACCESS TRANSMISSION TARIFF 
(ADDITIONAL POTENTIAL MARKET PARTICIPANTS) 

17 AEPC 
18 CRllP 
19 ED/ID 
20 IID 
21 LDWP 
22 NEVP 
23 PEGT 
24 SDGE 
25 SCPPA 
26 TOUA 

28 USLC 
29 WALC 
30 WED 
31 WMS 

32 SUB TOTAL (I7 + ..... + 31) 
33 TOTAL (16 + 32) 

27 ' r w  

I APS' SHARE OF TOTAL TARGET MARKET 
34 IBEFORE OPEN-ACCESS TARIFF (2 I 16) 
35 [AFTER OPEN-ACCESS TARIFF (2 133) 

ARKET 
TOTAL 

lNSTALLED 
CAPACITY 

3,943 
6,833 

938 

1.256 
1.807 
1.486 

1.491 
125 

4,086 
18,237 

40.208 
40.208 

520 

653 
7.516 
2,994 

235 
3.055 

739 

I ,948 
547 
457 

18.664 
58,872 

9.8% 
6.7% 

MARKET 7 OF 22 

UNCOMMITTEE 
CAPACITY 

558 

222 
616 

63 

103 
27 
86 

1.675 
1.675 

38 

330 
1,531 

439 

134 

572 

3,043 
4,718 

0.0% 
0.0% 

Ci EN-M PA. X LSTable2-NTIJA e 
2/7/91 
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TABLE 2 

MARKET 8 OF 22 

ANALYSIS OF EACH FIRST-TIER TARGET MARKET I 
BEFORE OPEN ACCESS TRANSMISSION TARIFF 

(DIRECTLY INTERCONNEmED ENTITIES) 

3 
4 
5 
6 
7 
8 
9 
IO 
I I  
12 
13 
14 
15 
16 

PAC-W 
PAGE 
usuc 
usuc 
WAUC 
APA 
SRP 
us1.c 
'TEP 
WALC 
SCE 
LDWP 
MWD 
CDWR 

SUBTOTAL (2 +.....+ 16) 
l 7  18 I TOTAL 11+17) 

AFTER OPEN ACCESS TRANSMISSION TARIFF 
(ADDITIONAL POTENTIAL MARKET PARTICIPANTS) 

19 AEPC 
20 CRllP 
21 liPE 
22 EDllD 
23 IID 
24 NI'UA 
25 I'CCT 
26 I'NM 
27 SDCE 
28 SCPPA 
29 'TOUA 
30 TSGT 
31 WED 
32 WMS 

33 SUB TOTAL (I9 + ..... + 32) 
34 TOTAL (18 + 33) 

I APS' SHARE OF TOTAL TARGET MARKET 
35 IBEFORE OPEN-ACCESS TARIFF (2 I 181 
36 IAFTER OPEN-ACCESS TARIFF ( 2 1  34) 

GEN-MPA.XLSTahlc2-NM: 

TOTAL 
INSTALLED 
CAPACITY 

2.994 

3,943 
6.833 

938 

I 307  
400 

4,086 
547 

I .948 
457 

18.237 
7,5 16 

I54 
1,838 

48.704 
5 1.698 

520 

1,486 

653 

235 
1,497 
3,055 

739 

1.256 

9.441 
61,139 

7.6% 
6.4% 

UNCOMMITTED 
CAPACITY 

558 

616 
23 
86 

I34 
572 

1.531 

I .027 

4,547 
4,547 

38 

63 

330 

I03 
439 

222 

1.195 
5,742 

0.0% 
0.0% 

a 
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ANALYSIS OF EACII FIRST-TIER TARGET I 
LINE 

PAC-W 
PAGE 

I PAC 
BEFORE OPEN ACCESS TRANSMISSION TARIFF 

(DIRECTLY INTERCONNECTED ENTITIES) 
2 APS 
3 BF 
4 RPA 
5 cc 
6 CllPD 
7 COYD 
8 OOPD 
9 EWEB 
I O  CLPD 
II CiWD 
12 POPD 
I 3  MX 
14 PSPL 
15 SCL 
16 ICL 
I7 WWK 
I R  USCE 
19 IJSPN 
20 SIiW 
21 WAMP 
22 OKPD 
23 II'C 
24 MI'C 
25 UMPA 
26 Nil 
21 usuc 
28 WAUM 
29 SPP 
30 UAMI' 

32 UEPC 
33 usuc 
34 PRPA 
35 TSCiT 
36 BClPL 
37 WALM 
38 WAUC 
39 WMPA 
4u EPE 
41 PNM 
42 SRP 
43 TEP 
44 SCE 
45 LDWP 
46 NEVP 
47 rG&E 
48 lJSMP 
4'4 WAMP 
50 NCPA 
S I  USDI 
52 TANC 

53 SllB TO'I'AL (2 + ..... + S2) 
54 TOTAL ( I  + 53) 

3 1  rsc 

ISTahlcZ-PhC 

ARKET 
TOTAL 

INSTALLED 
CAPACITY 

6,833 
938 

7.771 

3,943 

1.351 

2.004 
72 

840 
I27 

1.967 
54 
75 

2.284 
2,545 
1.909 

879 
1.759 

14,450 
7, I07 

212 
45 

2.646 
1.585 

49 
520 

1.1 18 
2ao 

3,784 
65 I 

41 I 
1.256 

299 
819 

1.807 
23 

1.486 
1.497 
4.086 
I ,wn 

ia.237 
1.516 
2.994 

17,414 
1.257 

1 
404 

I 13.624 
120.457 

MARKET 9 OF 22 

IINCOMMIITEE 
CAPACITY 

ssa 
55a 

I .402 
72 

665 

I .452 
54 
7s 

49 
14,450 
7.107 

212 
45 

269 

220 

149 

222 
45 

246 
616 

63 
103 
a6 

134 

1,531 

205 
961 

30.43 I 
30.989 
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ANALYSIS OF EACH FIRST-TIER TARGET 

LINE 

AFTER OPEN ACCESS TRANSMISSION TARIFF 
(ADDITIONAL POTENTIAL MARKET PARTICIPANTS) 

55 AEPC 
56 CRllP 
57 EWlD 

59 NTUA 
6U PEGT 
61 SDCiE 
62 SCPPA 
63 TOUA 
64 USLC 
65 WA1.C 
66 WED 
67 WMS 

68 SUB TOTAL (55 + ..... + 67) 
69 TOTAL (54+68) 

sa IID 

APS SHARE OF TOTAL TARGET MARKET 
70 BEFORE OPEN-ACCESS TARIFF (2 154) 
7 I AFrER OPEN-ACCESS TARIFF (2 169) 

GEN-MPA.XLSTmble2-PAC 

4RKET 
TOTAL 

INSTALLED 
CAPACITY 

520 

653 

235 
3.055 

739 

547 
457 

6,205 
126,663 

I 

MARKET 9 OF 22 

llNCOMMlTTEE 
CAPACITY 

38 

33c 

435 

572 

1.379 
32,368 

33% 0.0% 7 3.1% 0.0% 
I 

2/7/97 
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GEN_MPA.XLSTrrblQ_PLAINS 

ANALYSIS OF EACH FIRST-TIER TARGET 

LINE 
I PECT 

BEFORE OPEN ACCESS TRANSMISSION TARIFF 
(DIRECTLY INTERCONNECTED ENTITIES) 

2 APS 
3 ClSUC 
4 llSlJC 
5 'TSOT 
6 WAUC 
7 F,PE 
8 PNM 
9 SRP 
I O  TEP 

I 1  SUBTOTAL (2 +.....+ IO) 
I2 TOTAL (1 + I t )  

AFTER OPEN ACCESS TRANSMISSION TARIFF 
(ADDITIONAL POTENTIAL MARKET PARTICIPANTS) 

13 AEPC 
14 CRllP 
15 ELMD 
16 IID 
17 L.I)WP 
18 NTIIA 
19 NEVP 
20 PAC-W 
21 PAC-E 
22 S W E  
23 SCE 
24 SCPI'A 

26 LJSLC 
21 WALC 
28 WED 
29 WMS 

30 SUB TOTAL (I3 + ..... + 29) 
31 TOTAL (12 + 30) 

2s 

APS' SHARE OF TOTAL TARGET MARKET 
32 BEFORE OPEN-ACCESS TARIFF (2 I 12) . .  
33 (AIVER OPEN-ACCESS TARIFF (2131) 

MARKET 10 OF 2; 

IARKET 
TOTAL 

INSTALLED UNCOMMITTEE 
CAPACITY CAPACITY 

1.256 
1.807 
1.486 
1.497 
4,086 
1.948 

222 
616 
63 

I03 
86 

I34 

16.023 I .224 
16,258 1,224 

520 38 

653 330 
7.516 1.53 I 

2.994 
6.833 

93 8 558 
3.055 439 

18.237 
739 

547 
457 572 

42,488 - I  3.467 
58,747 

6.7% 0.0% 

I 

2/1/91 
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TABLE 2 
MARKET 1 I OF 22 

ANALYSIS OF EACH FIRST-TIER TARGET 

LINE 
I FIRST-TIER ENTITY: PNM 

BEFORE OPEN ACCESS TRANSMISSION TARIFF 
(DIRECTLY INTERCONNECTED ENTITIES) 

2 APS 
3 PAC-W 
4 PAC-E 
s usuc 
6 IJAMP 
7 PSC 
x usuc 
9 'I'SGT 
10 WAUC 
I I  EPE 
I2 PEGT 
13 NAP1 
14 LAC 
I S  FARM 
16 I N P  
17 IlOW 
I8 SRP 
19 TEP 
20 AEPC 
21 NTUA 
22 SCE 
23 LDWP 
24 SDGE 
25 SCPPA 
26 ANHM 
27 MSR 

28 SUBTOTAL (2 +.....+ 27) 
29 TOTAL (1 + 28) 

AFTER OPEN ACCESS TRANSMISSION TARIFF 
(ADDITIONAL POTENTIAL MARKET PARTICIPANTS) 

30 CRllP 
31 CD/ID 
32 IID 
33 NEVP 
34 'I'OUA 
35 (JSLC 
36 WALC 
37 WED 
38 WMS 

39 SUB TOTAL (29 + ..... + 3X) 
40 TOTAL (29 + 39) 

APS' SHARE OF TOTAL TARGET MARKET 
41 
42 

BEFORE OPEN-ACCESS TARIFF (2 129) 
AFTER OPEN-ACCESS TARIFF (2 140) 

GEN-MPA. XLS'I'ahlc2-PNM 

IARKET 
TOTAL I 

CAPACITY CAPACITY 

93 8 

200 
3,184 

1,256 
1.807 
l.4X6 

235 

89 
I25 

4,086 
1.948 

520 

18,237 
7,516 
3,055 

739 
377 
I43 

558 

220 

57,3 17 4.580 
58,813 4.683 + 

6S3 330 
2.994 

547 
457 572 

4.65 I 

6.2% 0.0% 

e 

0 

7 

0 
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i =  - - 
TABLE 2 

MARKET 12 OF 2: 

ANALYSIS OF EACH FIRST-TIER TARGET MARKET 
I TOTAL I 

LINE 
I FIRST-TIER ENTITY: SRP 

BEFORE OPEN ACCESS TRANSMISSION TARIFF 
(DIRECTLY iNTERCONNECTED ENTITIES) 

2 APS 
3 
4 
5 
6 
7 
8 
9 
IO 
I I  
12 
13 
14 
I5 
16 
17 
I 8  
19 
20 
21 
22 
23 
24 

PAC-W 
PAGE 
lJSUC 
PSC 
usuc 
PUPA 
TSGT 
WAUC 
EPE 

PNM 
CJSLC 
I E P  
IID 
AEPC 
WALC 
SCE 
LDWP 
SDCJE 
NEVI' 
SCPPA 
M W D  

p t m  

25 SUBTOTAL (2+ .....+ 24) 
26 TOTAL (1+25) 

AFTER OPEN ACCESS TRANSMISSION TARIFF 
(ADDITIONAL POTENTIAL MARKET PARTICIPANTS) 

27 CRIIP 
28 ED/ID 
29 NTlJA 
30 TOlJA 
31 WED 
32 WMS 

33 SUB TOTAL (26 + ..-. + 32) 
34 TOTAL (26 + 33) 

I APS' SHARE OF TOTAL TARGET MARKET 
35 IBEFORE OPEN-ACCESS TARIFF (2 / 261 . .  
36  BEFORE OPEN-ACCESS TARIFF (2 I u) 

a GEN-MPA.XLSTable2-SRP 

INSTALLED I UNCOMMITTEC 
CAPACITY CAPAClTY 

4,086 8( 

3.943 
6.833 
938 

3.784 

411 
1.256 
1.807 
1.486 
235 

1.497 
547 

1.948 
653 
520 
457 

18,237 
7.5 16 
3.055 
2.994 
739 

5 s  

222 
616 
63 

I03 

I34 
330 
38 
572 

1.531 
439 

59,009 4.605 
63,095 4,691 

63.095 4,691 

6.2% 0.OYD 
6.2% 0.0% 

2/7/91 
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MARKET 13 OF 2: 

ANALYSIS OF EACH FIRST-TIER TARGET 

LINE 
I FIRST-TIER ENTITY: SDGE 

BEFORE OPEN ACCESS TRANSMISSION TARIFF 
(DIRECTLY INTERCONNECTED ENTITIES) 

2 APS 
3 EPE 
4 PNM 
5 SRP 
6 I ID 
7 SCE 
8 LDWP 
9 SCPPA 
10 ANHM 
I1 KVSD 
12 CFE 

13 SUBTOTAL (2 +.....+ 12) 
14 TOTAL (1+13) 

AFTER OPEN ACCESS TRANSMISSION TARIFF 
(ADDITIONAL POTENTIAL MARKET PARTICIPANTS) 

15 AEPC 
16 CRIIP 
17 EDAD 
18 NTUA 
19 NEVP 
20 PAC-W 
21 PAC-1: 
22 PEG1 
23 TOUA 
24 'I'SGI 
25 TEI' 
26 USLC 
27 USUC 
28 usuc 
29 WALC 
30 WAUC 
31 WED 
32 WMS 

33 
34 TOTAL (14 + 33) 

SUB TOTAL (I5 + ..... + 32) 

APS' SHARE OF TOTAL TARGET MARKET 
35 
36 

BEFORE OPEN-ACCESS TARIFF (2 I 14) 
AFTER OPEN-ACCESS TARIFF (2 134) 

{RKET 
TOTAL 

INSTALLED 
CAPACITY 

3-05! 

3.94: 
1.48( 
1,49; 
4.08t 

652 
18.23; 
7.51t 

735 
37; 
171 

1,33( 

40,03C 
43.09 I 

520 

2.994 
6,833 

93 8 
235 

1.256 
1,948 

547 

457 
1.807 

17,535 
60,626 

9.2% 
6.5% 

UNCOMMITTEI 
CAPACITY 

6: 
1 0: 
8t 

33( 

1.531 

47: 
23; 
22( 

3,041 
3,481 

38 

ssa 

222 
I34 

512 
616 

2,140 
-5,62 I 

0.0% 
0.0% 

0 

u7197 
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ANALYSIS OF EACH FIRST-TIER TARGET 

LINE 

AFTER OPEN ACCESS TRANSMISSION TARIFF 
(ADDITIONAL POTENTIAL MARKET PARTICIPANTS) 

45 AEPC 
46 CRIlP 
47 ED/ID 
48 NTUA 
49 PEGT 
50 TOUA 
51 WED 
52 WMS 

53 
54 TOTAL (44+53) 

SUB TOTAL (45 + ..... + 52) 

APS' SHARE OF TOTAL TARGET MARKET 
55 
56 

BEFORE OPEN-ACCESS TARIFF (2 I44) 
BEFORE OPEN-ACCESS TARIFF (2 IS) 

MARKET 14 OF 22 

ARKET 
TOTAL 

INSTALLED UNCOMMITTED 
CAPACITY CAPACITY 

520 too 

235 

755 100 
84,121 8.604 

4.7Y. 0.0% 
4.7% 0.0% 

t 

GEN-MPA.XLSTahlv2-SCE 
mi97 
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TABLE 2 
MARKET 15 OF 22 

ANALYSIS OF EACH FIRST-TIER TARGET 

BEFORE OPEN ACCESS TRANSMISSION TARlFF 

3 
4 
5 
6 
7 
8 
9 
10 
I 1  
12 
13 
14 
I5 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
21 
28 
29 

30 

ICPA 
usuc 
UAMP 
PSC 
USlJC 
TSGT 
WAUC 
EPE 
PEGT 
NAP1 
PNM 
LAC 
FARM 
SRP 
IID 
SCE 
LDWP 
SDGE 
RllRB 
GLEN 
PASA 
RVSD 
AZSA 
BNNG 
CLTN 
VERN 
MSR 

SUB TOTAL (1 + ..... 29) 
31 I TOTAL (1 + 30) 

GEN-MPA.XLSTahle2-SCPPA 

\MET 
TOTAL 

INSTALLED 
CAPACITY 

739 

3.943 
338 

200 
3,784 

1.256 
1,807 
1,486 

235 

1.497 
89 

125 
4,086 

653 
18.237 
7,516 
3,055 

354 
345 
327 
172 
32 
22 

2 
43 

143 

49,747 
50,486 

UNCOMMITTED 
CAPACITY 

338 

220 

222 
616 
63 

103 
31 
27 
86 

330 

1.53 I 
439 
I05 
12 
66 

237 
62 
36 
33 
83 

I43 

4.84 I 
4.84 I 

2/7/97 
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TABLE2 
MARKET t 5 OF 2: 

ANALYSIS OF EACH FIRST-TIER TARGET MARKET 
I I TOTAL 

INSTALLED 
CAPACITY LINE 

AFTER OPEN ACCESS TRANSMISSION TARIFF 
(ADDITIONAL POTENTIAL MARKET PARTICIPANTS) 

32 AEPC 
33 CRlIP 
34 EDAD 
35 NTUA 
36 NEVI' 
37 PAC-W 
38 PAC43 
39 TOUA 

41 CJSLC 
42 WALC 
43 WED 
44 WMS 

40 'm 

520 

2.994 
6.833 

93 8 

1,948 
547 
457 

SUBTOTAL (32+ .....+44) 14,237 

APS' SHARE OF TOTAL TARGET MARKET 
7.8% 
6. I Yo AFTER OPEN-ACCESS TARlFF (2 146) 

UNCOMMI'ITEK 
CAPACITY 

38 

ssa 

134 

572 

1.302 
6. I43 

0.0% 
0.0% 

GEN-M PA. X LSl'ublr2-SCPPA 
UW97 
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TABLE 2 
MARKET 16 OF 22 

ANALYSIS OF EACH FIRST-TIER TARGET 

LINE 
I TOUA 

BEFORE OPEN ACCESS TRANSMISSION TARIFF 
(DIRECTLY INTERCONNECTED ENTITIES) 

2 APS 

3 SUBTOTAL (2 +.....+ 2) 
4 TOTAL (1 +3) 

AFTER OPEN ACCESS TRANSMISSION TARIFF 
(ADDITIONAL POTENTIAL MARKET PARTICIPANTS) 

5 AEPC 
6 CRIIP 
7 EPE 
8 EDIID 
9 1ID 
10 LDWP 
I I  NTUA 
12 NEVI’ 
13 PAC-W 
14 PAC-E 
15 P i m  
16 PNM 
17 SRP 
111 SDCIE 
19 SCF, 
20 SCPPA 
21 TSGT 

23 USLC 
24 USUC 
25 usuc 
26 WALC‘ 
21 WAUC 
28 WED 
29 WMS 

30 SUBTOTAL (S +.....+ 29) 

22 .rEP 

31 TOTAL (4+30) 

APS’ SHARE OF TOTAL TARGET MARKET 
32 BEFORE OPEN-ACCESS TARIFF (2 I 4 1  . .  

33 IAFTER OPEN-ACCESS TARIFF (2 I 31) 

iRKET 
TOTAL 

INSTALLED 
CAPACITY 

3.943 

3,943 
3,943 

520 

1.486 

653 
7.5 I 6  

2,994 
6,833 

235 
1.497 
4,086 
3,055 

18,237 
73 9 

1,256 
1,948 

547 

938 

457 
1,807 

54.804 
58,747 

UNCOMMITTED 
CAPACITY 

38 

63 

330 
1.53 1 

558 

I03 
86 

439 

222 
I34 

572 
616 

4,691 
4.691 

2/7/97 
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ANALYSIS OF EACH FIRST-TIER TARGET 

I 
LINE I 

1 ITSCT 

BEFORE OPEN ACCESS TRANSMISSION TARIFF 
(DIRECTLY INTERCONNECTED ENTITIES) 

2 APS 
3 PAC-W 
4 P A C 4  
5 DOT 
6 USUC 
7 UAMP 
8 WPE 
9 csu 
IO ARPA 
I I  PSC 
I2 ISEPC 
t3 USUC 
14 PRPA 
I5 BHPL 
16 WALM 
17 WAUC 
18 RMGC 
19 MEAN 
20 WMPA 
21 EPE 
22 PEtiT 
23 NAP1 
24 PNM 
25 LAC 
26 FARM 
27 SRP 
28 TEP 
29 SCE 
30 SCI'PA 
31 ANliM 
32 MSR 
33 NPPD 
34 DEI'C 
35 SWPS 

36 SUBTOTAL (2+ .....+ 35) 
37 TOTAL (1+36) 

MARKET 17 OF 2: 

ARKET 
TOTAL I 

CAPACITY CAPACITY 
1,256 

I 

3,943 * 

6,833 
938 
520 

200 
81 
536 
75 

3.784 
65 I 

41 1 
299 
819 

1.807 

38 
23 

1.486 
235 

1,497 
89 
I25 

4,086 
1,948 
18,237 
739 
377 
143 

49,920 
51.176 

558 
265 

220 

I 1  
46 

I49 

45 
246 
616 

63 

103 
31 
27 
86 
134 

473 
I43 

3.220 
3.443 

m/97 
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ANALYSIS OF EACH FIRST-TIER TARGET I 
LINE I 

AFTER OPEN ACCESS TRANSMISSION TARIFF 
(ADDITIONAL POTENTIAL MARKET PARTICIPANTS) 

38 AEPC 
39 
40  
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 

CRllP 
EDAD 
IID 
LDWP 
NTUA 
NEVP 
SDGE 
TOUA 
USLC 
WALC 
WED 
WMS 

SUBTOTAL (38+ .....+XI) 
TOTAL (37 + 51) 

APS' SHARE OF TOTAL TARGET MARKET 
BEFORE OPEN-ACCESS TARIFF (2 137) 

GEN-MPA.XLSTablc2-TSGT 

LRKET 
TOTAL 

INSTALLED 
CAPACITY 

520 

653 
7.5 I6 

2,994 
3.055 

547 
457 

MARKET 17 OF 2; 

15.742 
66.917 

UNCOMMITI'EI 
CAPACITY 

36 

33f 
1.531 

43s 

571 

2,904 
6,352 

I 
1.7% 0.0% I 5.9% 0.0% e 

2/7/97 
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ANALYSIS OF EACH FIRST-TIER TARGET I 

LlNE 
I FIRST-TIER ENTITY: TEP 

BEFORE OPEN ACCESS TRANSMISSION TARIFF 
(DIRECTLY INTERCONNECTED ENTITIES) 

2 APS 
3 PAC-W 
4 PAC-E 
5 usuc 
6 UAMI' 
7 PSC 
(I usuc 
9 'TSGT 
I O  WAUC 
I I  EPE 
I2 PEGI' 
13 NAP1 
I4  MM 
I 5  LAC 
16 FARM 
17 TNP 
18 SRP 
19 USLC 
20 AEPC 
21 WALC 
22 CPC 
23 SCE 
24 LDWP 
25 SDGE 
26 NEVP 
27 SCPPA 
28 ANIIM 
29 MSR 

30 SUBTOTAL (2+ .....+ 29) 
31 TOTAL (1 + 30) 

A m E R  OPEN ACCESS TRANSMISSION TARIFF 
(ADDITIONAL POTENTIAL MARKET PARTICIPANTS) 

32 CRIlP 
33 EWlD 
34 IID 
35 NTUA 
36 'I'OUA 
37 WED 
38 WMS 

SUB TOTAL (31 + ..... + 38) 
TOTAL (31 + 39) 

APS' SHARE OF TOTAL TARGET MARKET 
BEFORE OPEN-ACCESS TARIFF (2 131) 
AFTER OPEN-ACCESS TARIFF (2 I40)  

MARKET I8 OF 2: 

4XKET 
TOTAL 

INSTALLED 

3.943 
6.833 

938 

200 
3,784 

1.256 
1,807 
1,486 

235 

1,497 
89 
I25 

4,086 
547 
520 
457 

18,237 
7.516 
3.055 
2,994 

739 
377 
I43 

60,863 
62.8 I I 

653 

653 
63,464 

6.3% 
6.2% 

UNCOMMITTEX 
CAPACITY 

131 

551 

22( 

22; 
61t 
61 

I 0: 
31 
2i 

a6 

38 
571 

1,531 
43q 

473 
I43 

5.121 
5,251 

3 3  

33( 
5.58: 

0.0% 
0.0% - 
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ANALYSIS OF EACH FIRST-TIER TARGET I 
LINE I 

IWALC 
IUSLC 

1 WALC 

BEFORE OPEN ACCESS TRANSMISSION TARIFF 
(DIRECTLY INTERCONNECTED ENTITIES) 

2 APS 
3 USUC 
4 tJSUC 
5 WAUC 
6 APA 
7 SRP 
8 ‘I’EP 
‘1 110 
10 cuc 
I I  AEPC 
12 YID 
13 SCE 
14 LDWP 
I5 NEVP 
16 MWD 

17 S U I  TOTAL (2 + ..... + 16) 
in TOTAL ( I  +17) 

AFTER OPEN ACCESS TRANSMISSION TARIFF 
(ADDITIONAL POTENTIAL MARKET PARTICIPANTS) 

19 CRllP 
20 EPE 
21 f:D/ID 
22 NTUA 
23 PAC-W 
24 PAC-6 
25 PEGT 
26 PNM 
27 SDGE 
28 SCPPA 
29 TOUA 
30 ‘I‘SGT 
31 WED 
32 WMS 

33 SUB TOTAL (18 + ..... + 32) 
34 TOTAL (I8+33) 

APS‘ SHARE OF TOTAL TARGET MARKET 
35 
36 

BEFORE OPEN-ACCESS TARIFF (2 1 18) 
AFTER OPEN-ACCESS TARIFF (2 134) 

4RKET 
TOTAL 

INSTALLED 
CAPACITY 

457 
547 

1.004 

3.943 

1.807 
400 

4,086 
1,948 
653 
45 
520 

18.237 
7.5 I6 
2.994 
I54 

42,304 
42,761 

1,486 

6,833 
938 
235 
1,497 
3,055 
739 

1,256 

16,039 
58,799 

9.2% 
6.7% 

MARKET 19 OF 22 

UNCOMMITTED 
CAPACITY 

572 

572 

616 
23 
86 
134 
330 
7 

38 

1.53 1 

2.764 
3,336 

63 

558 

1 03 
439 

222 

1,385 
4.721 

0.0% 
0.0% 

GEN-MPA.XLSTabk2-WAPA-LCR 
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~ _ _ _  ~ - . _ -  

ANALYSIS OF EACH FIRST-TIER TARGET 

LINE 

WAUC 

BEFORE OPEN ACCESS TRANSMISSION TARIFF 
(DIRECTLY INTERCONNECTED ENTITIES) 

3 
4 
5 
6 
7 
8 
9 
IO 
II 
12 
13 
14 
I 5  
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 

PAC-W 
PAC-H 
DGT 
UAMP 
WPE 
csu 
PSC 
BCPC 
PRPA 
'TSGI' 
UHPL 
WALM 
KMGC 
WMPA 
EPE 
PEG'S 
NAP1 
PNM 
LAC 
SRP 
USLC 
'TEP 
NTUA 
WAIL 
SCE 
NEVP 
SCPPA 
ANHM 
PG&E 
USMI' 
WAMP 
NCPA 
MSK 
CEDI 
TANC 

38 SUB TOTAL (2 +.....+ 37) 
39 TOTAL ( I  + 38) 

ARKET 
TOTAL 

INSTALLED 
CAPACITY 

1,807 

I .a07 

3.943 
6,833 
938 
520 
200 
81 
536 

3,784 
65 I 
41 I 

1,256 
299 
819 

23 
1.486 
235 

1,497 
89 

4,086 
547 
1,948 

457 
18,237 
2,994 
739 
377 

17,414 
1,257 

1 
404 
I43 

72.205 
74,012 

MARKET 20 OF 2; 

UNCOMMITTEC 
CAPACITY 

616 

616 

558 
269 
220 

II 

I49 

222 
45 
246 

63 

103 
31 
86 

134 

572 

473 

205 
96 I 

143 

4.49 1 
5. I07 

u7i97 
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TABLE 2 
MARKET 20 OF 22 

ANALYSIS OF EACH FIRST-TIER TARGET 

I AFTER OPEN ACCESS TRANSMISSION TARIFF 
1 (ADDITIONAL POTENTIAL MARKET PARTICIPANTS) 

40 IAEPC 
41 
42 
43 
44 
45 
46 
47 
48 

CRIIP 
ED/ID 
1ID 
LDWP 
SDGE 
TOUA 
WED 
WMS 

49 SUB TOTAL (40 + ..... + 48) 
50 TOTAL (39 + 49) 

iRKET 
TOTAL 

INSTALLED 
CAPACITY 

520 

653 
7,516 
3.055 

I 1,744 
85.756 

APS’ SHARE OF TOTAL TARGET MARKET 
51 BEFORE OPEN-ACCESS TARIFF (2 139) 5.3% 
52 AFTER OPEN-ACCESS TARIFF (2 /So) 4.6% 

OEN-MPA. XLST~I~I~Z-WAI’A-UCK 

UNCOMMITTED 
CAPACITY 

38 

330 
1,531 

439 

2.337 
7,444 

0.0% 
0.0% 

2/7/97 
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ANALYSIS OF EACH FIRST-TIER TARGET 

LINE 

BEFORE OPEN ACCESS TRANSMISSION TARIFF 
(DIRECTLY INTERCONNECTED ENTITIES) 

SUB TOTAL (2 + ..... + 2) 
4 TOTAL 1 1 + 3  

I 

AFTER OPEN ACCESS TRANSMISSION TARIFF 
(ADDITIONAL POTENTIAL MARKET PARTICIPANTS) 

5 AEPC 
6 
7 
8 
9 
IO 
I I  
I2 
13 
14 
I5 
16 
17 

19 
20 
21 
22 
23 
24 
25 
26 
27 
2x 
29 

i a  

CRIlP 
WE 
SD/ID 
IID 
LDWP 
NTUA 
NEVP 
PAC-W 
PAC-E 
iwx 
PNM 
SRI’ 
SDGE 
SCIS 
SUPPA 
TOUA 
I S G I  
YEP 
USLC 
WXJC 
CJSUC 
W A I L  
WAUC 
WMS 

30 SUB TOTAL (S + ..... + 29) 
31 TOTAL (4+30) 

I APS’ SHARE OF TOTAL TARGET MARKET 
32 ]BEFORE OPEN-ACCESS TARIFF (2 14)  
33 \AFTER OPEN-ACCESS TARIFF (1.131) 

(iEN-MI’A.XLSTablc2-WlCK 

4RKET 
TOTAL 

INSTALLED 
CAPAClTV 

3,943 

3,943 
3,943 

520 

1.486 

653 
7,516 

2,994 

93 8 
235 
1,497 
4,086 
3.055 
18,237 
739 

1,256 
1,948 
547 

6.833 

457 
I .a07 

54,804 
58.747 

100.0% 
6.7% 

MARKET 21 OF 2; 

UNCOMMITTEC 
CAPACITY 

38 

63 

3311 
1.531 

558 

103 
86 
439 

222 
134 

572 
616 

4,69 1 
4.691 

0.0% 
0.0% 

217M 
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ANALYSIS OF EACH FIRST-TIER TARGET 1 

LINE 
I WMS 

BEFORE OPEN ACCESS TRANSMISSION TARIFF 
(DIRECTLY INTERCONNECTED ENTITIES) 

2 APS 

3 SUB TOTAL (2 + ..... + 2) 
4 TOTAL (1 + 3) 

AFTER OPEN ACCESS TRANSMISSION TARIFF 
(ADDITIONAL POTENTIAL MARKET PARTICIPANTS) 

5 AEPC 
6 CRIII’ 
7 EPE 
8 EOllD 
9 IID 
10 LDWI’ 
I I  NTUA 
I2 NEVI’ 
13 PAC-W 
14 PAC-E 
15 P E T  
16 I’NM 
17 SKP 
18 SDGE 
I 9  SCE 
20 SCPPA 
21 TOUA 
22 I’SGT 
23 TEP 
24 USLC 
25 USUC 
26 USUC 
27 WA1.C 
211 WAUC 
29 WED 

30 SUBTOTAL (5+ .....+ 29) 
31 TOTAL (4+30) 

APS’ SHARE OF TOTAL TARGET MARKET 
32 BEFORE OPEN-ACCESS TARIFF (2 14) 
33 AFTEROPEN-ACCESS TARIFF (1 131) 

4RKET 
TOTAL 

INSTALLED 
CAPACITY 

3,943 

3.943 
3.943 

520 

1,486 

633 
7.516 

2,994 
6,833 
93 8 
235 

I A97 
4,086 
3.055 
18.237 
739 

1.256 
1.948 
547 

457 
1.807 

54.804 
58.747 

100.0% 
6.7% 

MARKET 22 OF 2; 

UNCOMMITTEC 
CAPACITY 

3t 

61 

33( 
1,531 

558 

103 
86 
434 

222 
I34 

572 
616 

4.69 I 
4,691 

0.0% 
0.0% 

2/7/97 
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UNITED STATES OF AMERICA 
FEDERAL ENERGY REGULATORY COMMISSION 

Before Commissioners: Elizabeth Anne Moler, Chair; 
Vicky A. Bailey, James J. Hoecker, 
William L. Massey, and Donald F. Santa, Jr. 

Arizona Public Service Company 1 Docket No. - 00 

ORDER CONDITIONALLY ACCEPTING FOR FILING 
PROPOSED MARKET-BASED RATES 

(Issued April 11, 1997) 

In this order, we conditionally accept for filing, without 
suspension or hearing, the proposed market-based power sales 
rates filed by Arizona Public Service Company (Arizona Public 
Service). 

El=&=ud 

On February 12, 1997, Arizona Public Service filed an 
application for authorization to sell electric capacity and 
energy at market-based rates. 

in the Federal Register, 6 2  Fed. Reg. 10,551 (19971, with 
comments, protests, and motions to intervene due on or before 
March 14, 1997. 

was filed by the  Salt River Project Agricultural Improvement and 
Power District (Salt River Project) . 

several wholesale customers of Arizona Public Service 
(Districts), in which they request the Commission to set the 
question of market power f o r  hearing. 

request for hearing. 

'i 

Notice of Arizona Public Service's application was published 

A timely motion to intervene raising no substantive issues 

A timely motion to intervene and protest was filed by 

Arizona Public Service filed an answer to the Districts' - 
Pursuant to Rule 214 of the Commission's Rules of Practice 

and Procedure, 18 C.F.R. 8 385.214 (19961, the timely, unopposed 
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motions to intervene of the Salt River Project and the Districts 
serve to make them parties this proceeding. 

R a t e s  

The Commission allows power sales at market-based rates if 
the seller and its affiliates do not have, or have adequately 
mitigated, market power in generation and transmission and cannot 
erect other barriers to entry. In order to demonstrate the 
absence or mitigation of market power, a transmission-owning 
public utility must have on file with the Commission an open 
access tariff for the provision of comparable services. The 
Commission also considers whether there is evidence of affiliate 
abuse or reciprocal dealing. 1/ 

As we explain below, we find that, with Arizona Public 
Service's filing of an open access pre forma compliance tariff, 
2/ Arizona Public Service's market-based rate application, as 
modified in certain respects, meets these standards. 
Accordingly, we will conditionally accept the proposed market- 
based rates for filing, to become effective on the date of this 
order, as requested by Arizona Public Service, subject to the 
condition that Arizona Public Service revise its power sales 
tariff as discussed below. 

1. PowPC 

In support of its market-based rate application, Arizona 
Public Service has submitted a generation dominance analysis 
which indicates that its market share of installed and 
uncommitted capacity will not exceed levels that the Commission 
has found to be acceptable. 3/ 

u, Progress Power Marketing, Inc., 76 FERC 1 61,155 at 
61,919 (19961, xeh'ff D- ' ; Northwest Power Marketing 
Company, L.L.C., 75 FERC 1 61,281 at 61,889 (1996); accord 
Heartland Energy Services, Inc., 68 FERC 4 61,223 at 62,060- 
63 (1994). 

Lee Promoting Wholesale Competition Through Open Access Non- 
discriminatory Transmission Services by Public Utilities and 
Recovery of Stranded Costs by Public Utilities and 
Transmitting Utilities, Order No. 888, 61 Fed. Reg. 21,540 
(19961, FERC Stats. & Regs. 1 31,036 (19961, w g ,  
Order No. 888-A, 62 Fed. Reg. 12,274 (19971, FERC Stats. & 
Regs. 1 31,048 (1997), reh'4 Qendhg. 

&g, u, Southwestern Public Service Company, 72 FERC 1 
61,208 at 61,966-67 (19951, r e h ' u  pPndin9 ; Louisville Gas & 

(continued. . . I  

t 0 
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The Districts suggest there is an inconsistency between the 
Commission's decision in Order No. 888-A A /  to continue to use 
the "hub-and-spoke" method of delineating relevant geographic 
markets for assessing generation market power when considering 
applications for market-based rate authorization, and language in 
the Commission's Merger Policy Statement 5/ indicating that the 
hub-and-spoke method has certain drawbacks in defining geographic 
markets. They further state that a proper delineation of 
geographic markets would likely show that Arizona Public Service 
has generation market power, and that various price and non-price 
transmission service conditions proposed by Arizona Public 
Service would enable Arizona Public Service to impose 
anticompetitive pricing for its generation. 

N w  Y o r k . ,  7 8  FERC 9 61,298 (1997). Here, as there, we 
conclude that it is neither necessary nor appropriate to change 
the market power screen that we traditionally have used to 
analyze market-based rate applications. h/ While the general 
issue of a public utility's market power is raised in both the 
merger and market-based rate contexts, there are also significant 
differences in some of the specific issues raised in the two 
types of proceedings, in the nature of the activities for which 
approval is sought, and in the timing deadlines within which we 
must complete our initial analyses. The Districts have failed co 
address any of these differences. 

market power issue not presented in market-based rates: the 
potential for increased market concentration owing to the loss  of 
competitors that results from the Commission's approval of a 
utility merger. Moreover, the Commission in the merger context 
evaluates the likely competitive impacts of a corporate 

We recently addressed this issue in 

I 

As an initial matter, proposed mergers raise a fundamental 

- (...continued) 
Electric Company, 62 FERC 1 61,016 at 61,146 (1993). 

&/ Order No. 8 8 8 - A  at , mimeo at 39. 
s/ Inquiry Concerning the Commission's Merger Policy under the 

Federal Power Act, Order No. 592, 61 Fed. Reg. 68,595 
(19961, FERC Stats. ti Regs. ! 31,044 (1996). 
Of course, as we stated in New York State Electric and Gas 
Corporation, 6, 78 FERC 1 61,309 (19971, while we will 
not require applicants to support their requests for market- 
based rates with a comprehensive market power analysis as 
described in the merger policy statement, we will consider 
such an analysis if they wish to file it as a substitute for 
our traditional hub-and-spoke analysis. 

6/ 
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reorganization which, once consummated, cannot easily be undone, 
and for which it may be more difficult to remedy anticompetitive 
problems after-the-fact. 2/  Further, the Commission in the 
merger context does not have a statutory time constraint in which 
it must apply a competitive screen analysis and issue an initial 
order. Merger applications thus require the Commission to apply 
a more thorough competitive screen analysis. 

In contrast, in the market-based rate context the Commission 
is not faced with the elimination of competitors and is not asked 
to approve an activity that involves structural corporate changes 
in the marketplace. Additionally, the Commission must, in the 
absence of a request for waiver of prior notice or a proposed 
effective date beyond 60 days from filing, take initial action on 
a completed market-based rate application within 60 days and of 
necessity must use a market screen analysis which it is capable 
of applying within that short time frame. There is a lso  not a 
need for as extensive a screen analysis in the market rate 
context because of the Commission's ability to monitor and remedy 
market power abuses by utilities charging market-based rates. If 
the Commission approves market-based rates, it monitors behavior 
and market structure on a continuing basis through reporting and 
filing requirements and can promptly remedy market power abuses 
by revoking market-based rates or  taking other remedial action at 
any time . 

analysis that is used to initially evaluate these different types 
of applications. As we stated in Order No. 888 at 31,660, 
intervenors may raise specific evidence challenging any 
presumption implicit in the Commission's screen analysis of 
market-based rate proposals. Here, the Districts have provided 
no such evidence. 

Finally, we emphasize that the issue here is the screening 

Accordingly, we find that Arizona Public Service meets the 
Commission's generation market power standard for market-based 
rates. 

2 .  

When a public utility seeks authorization to charge market- 
based rates, the Commission has required the public utility to 
have an open access transmission tariff on file before granting 
such authorization. a/ Arizona Public Service has filed an open 
access transmission tariff in Docket NO. OA96-153-000. For this 

2/  ,See 16 U . S . C .  § 824b(b) (1994). 

a/ a, eg,, Order No. 888 at 31,656-57; accord Southern 
Company Services, Inc. 71 FERC 1 61,392 at 62,536 (1995). 
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reason, we find that Arizona Public Service meets the 
Commission's transmission market power standard for approval of 
rnarket-based rates. 

We are not persuaded by the Districts' arguments to the 
contrary. The Districts argue that Arizona Public Service's open 
access transmission tariff has not been shown to mitigate 
transmission market power because its open access rates and 
various other non-rate terms and conditions have been set for 
hearing and may be excessive or discriminatory, P/ and because 
Arizona Public Service's revised tariff has not yet been approved 
by the Commission. Ul/ 

of market-based rate authority or attach refund conditions to 
market-based power sales rates simply because the utility's cost- 
based transmission rates have been set for hearing. ;U/ 
Moreover, in its order addressing the non-rate terms and 
conditions of Arizona Public Services's open access transmission 
tariff only one change was directed, and one matter set for 
hearing. l2/ Customers still are assured of access to Arizona 
Public Service's transmission system under the ~ K Q  forma terns 
and conditions, and have the ability to bring to the Commission's 
attention any implementation issues that arise with respect to 

We have explained that we will not delay the effectiveness 

I 

e/ 

lQ/ 

ll/ 

u/ 

See Long Sault Inc., eL aL, 76 FERC 1 61,313 (1996) 
(setting for hearing rate issues arising under open access 
arp forma tariff filings, including Arizona Public Services' 
in Docket No. 0A96-153-000); Arizona Public Service Company, 

(consolidating Docket Nos. OA96-153-000 and ER96-2401-000); 
American Electric Power Service Corporation, L, 7 8  FERC 
1 61,070 (1997) (BEE) (directing certain revisions to 
Arizona Public Services' compliance filing in Docket No. 

On February 27, 1997, Arizona Public Service filed a revised 
open access transmission tariff in response to the 
Commission's orders in Arizona.ic Serv ice and BEE. 
&e, u, American Electric Power Service Corporation, 
&, 72 FERC 1 61,287 (1995). 

78 FERC 7 61,083 (1997) (-Public S- - )  

OA96-153-000)- 

7 8  FERC at 61,263-64 (Arizona Public Service was directed to 
provide a better description Of the methods it uses to 
compute available transmission capability. 
established concerning whether Arizona Public Service's 
system impact study methodology should be revised). 

A hearing was 
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their specific service requests. This is sufficient to find that 
Arizona Public Service has mitigated its transmission market 
power. 

3 .  
Abuse 

We are satisfied, given Arizona Public Service's 
explanation, that there are no barrier to entry, reciprocal 
dealing or affiliate abuse of concern here. 

CI of Rates 

Order No. 888 at 31,654 provides that, as part of the 
functional unbundling of wholesale services, the prices for 
wholesale generation, transmission and ancillary services must be 
separately stated for sales under requirements or coordination 
contracts executed after July 9, 1996. Arizona Public Service's 
market-based power sales tariff does not state that Arizona 
Public Service will obtain transmission under its open access 
transmission tariff, nor does it address the circumstances under 
which transmission and ancillary service will be provided under 
Arizona Public Service's open access transmission tariff. Thus, 
the tariff does not address our unbundling requirements. 

its market-based power sales tariff to state explicitly that 
Arizona Public Service will obtain transmission under its open 
access tariff, and to state explicitly separate prices for 
generation, transmission and ancillary services. In addition, we 
will require Arizona Public Service to revise its market-based 
tariff to state that: (1) when transmission and ancillary 
services to effectuate power sales transactions under Arizona 
Public Service's market-based tariff are to be obtained by 
Arizona Public Service, Arizona Public Service must file a 
service agreement placing itself under its open access 
transmission tariff; and ( 2 )  when the customer itself is 
obtaining the transmission and ancillary services from Arizona 
Public Service, Arizona Public Service must file a service 
agreement placing the customer under its open access tariff. JJ/ 

prices for short-term market-based transactions (one year or 
less) in quarterly summaries, as discussed below, the separate 
prices for the unbundled services in such short-term transactions 
should be included in those quarterly summaries. For long-term 
transactions (longer than one year), the separate prices should 

Accordingly, we will direct Arizona Public Service to revise 

Since we are permitting Arizona Public Service to report 

U/ %.e Public Service Electric & Gas Company, 78 FERC 1 61,119 
(1997). 
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be included in the service agreements filed for specific 
transactions. 

We will direct Arizona Public Service to inform the 
Commission promptly of any change in status that would reflect a 
departure from the characteristics the Commission has relied upon 
in approving market-based pricing. These include, but are not 
limited to: (1) ownership of generation or transmission 
facilities or inputs to electric power production other than fuel 
supplies; or ( 2 )  affiliation with any entity not disclosed in the 
filing that owns generation or transmission facilities or inputs 
to electric power production, or affiliation with any entity that 
has a franchised service area. U/ Alternatively, Arizona Public 
may report such changes with the updated market analysis it will 
be required to file every three years. 3 3  

Consistent with procedures we have adopted in other cases, 
Arizona Public Service may file umbrella agreements for short- 
term transactions (one year or less) within 30 days of the date 
of commencement of short-term service, to be followed by 
quarterly transaction summaries of specific sales. For long-term 
transactions (longer than one year), Arizona Public Service must 
submit the actual individual service agreement for each 1 

transaction within 30 days of the date of commencement of 
service. &/ 

to facilitate the orderly maintenance of the Commission's files 
and public access to the documents, long-term transaction service 
agreements (over one year) should not be filed together with 
short-term transaction (one year or less) summaries. 

To ensure the clear identification of filings, and in order 

Arizona Public Service has indicated that it may engage in 
risk management transactions, including, but not limited to, 
options, swaps and futures. Arizona Public Service is required 
to report, consistent with the filing procedures set forth above, 

l4/ %e, &&., Morgan Stanley Capital Group, Inc., 69 FERC 
1 61,175 at 61,695 (1994) , order on rah 'q, 72 FERC q 61,082 

a .  , 68 FERC 7 61,324 
(1995) ( 
68 FERC m, 134, larlfled 
(1994). 

1 ;  Intercoast Power Marketing Company, 

l.5/ 

;Lh/ % Southern Company Services, Inc., 75 FERC 3 61,130 at 

We reserve the right to require such an analysis any time. 

, 75 FERC 1 6 1 , 3 5 3  61,444-45 (1996), order on 4 .  

(1996). 
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only those risk management transactions that result in the actual 
delivery of electricity. U /  

. .  ion orders: 

(A) Arizona Public Service Company is hereby directed to 
revise its market-based power sales tariff, within 15 days of the 
date'of issuance of this order, to reflect the revisions 
discussed in the body of this order. 

tariff is hereby conditionally accepted for filing, to become 
effective on the date of this order, on condition that Arizona 
Public Service makes the compliance filing directed in Ordering 
Paragraph (A) above. 

the filing and reporting requirements specified in this order. 
The first quarterly report of transactions undertaken by Arizona 
Public Service under its market-based power sales tariff will be 
due within 30 days of the calendar quarter ending June 30, 1997. 

(D) Arizona Public Service is hereby directed to file an 
updated market analysis within three years of the date of this 
order, and every three years thereafter. t 

(E) Arizona Public Service is hereby directed to inform the 
Commission promptly of any change in status that would reflect a 
departure from the characteristics the Commission has relied upon 
in approving market-based pricing. Alternatively, as discussed 
in the body of this order, Arizona Public Service may elect to 
report any such changes every three years with the updated market 
analysis filed pursuant to Ordering Paragraph (D) above. Arizona 
Public Service shall notify the Commission of which option it 
elects in its first quarterly report filed pursuant to Ordering 
Paragraph (C) above. 

(B) Arizona Public Service's market-based power sales 

(C) Arizona Public Service is hereby directed to conform to 

0 ..EO 

;Il/ 3e.e -, 69 FERC at 61,696. 
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Fu: 202-467-7176 

March 28,2001 

The Honorable David P. Boergers 

Federal Energy Regulatory Commission 
888 First Street, N.E. 
Washington, D.C. 20426 

secretary 

Re: Application of Pinnacle West Energy Corporation for Determination of Exempt 
Wholesale Generator Status, Docket No. EGOl- 

+O”- 

Dear Secretary Boergers: \b3 
Enclosed for filing are: (1) a check made payable to the Treasurer of the United States 

in the amount of S 13 10.00; and (2) an original and eighteen copies of the Application of 
Pinnacle West Energy Corporation for Determination of Exempt Wholesale Generator Status 
(“Application”). Please file stamp and return four copies of the Application for our records. 

I 

If you have any questions regarding the attached Application or check, please contact the 
undersigned. 

Sincerely, 

bJl--w- 
Andrea J. Weinstein 
Morgan, Lewis dk Bockius LLP 
1800 M Street, N.W. 
Washington, D.C. 20036-5869 
Phone: 202-467-7332 

Enclosures 
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ORIGINAL 

Pinnacle West Energy Corporation Docket No. EGO1- 

APPLICATION OF PINNACLE WEST ENERGY CORPORATION FOR 
DETERMINATION OF EXEMPT WHOLESALE GENERATOR STATUS 

Pursuant to Section 32 of the Public Utility Holding Company Act (“PUHCA”), 15 

U.S.C. 0 79z-5a (1994), and Subchapter T, Part 365 of the regulations of the Federal Energy 

Regulatory Commission (“FERC” or “Commission”), 18 C.F.R. Part 365 (2000), Pinnacle West 

Energy Corporation (“PWE”) hereby applies for a determination that it will be an exempt 

wholesale generator (“EWG’) within the meaning of section 32(a)( 1) of PUHCA. 

I. COMMUNICATIONS 

All communications regarding this Application should be sent to: 

Karilee S. Ramaley 
Pinnacle West Capital Corporation 
400 North 5th Street 
Mail Station 8695 
Phoenix, AZ 85004 
(602) 250-3626 Washington, D.C. 20036 

John D. McGrane 
Mary Ann K. Huntington 
Andrea J. Weinstein 
Morgan, Lewis & Bockius LLP 
1800 M Street, N.W. 

(202) 467-7000 

11. INFORMATION ABOUT PINNACLE WEST ENERGY CORPORATION 

PWE is a wholly-owned subsidiary of Pinnacle West Capital Corporation (“PNW”), a 

public-utility holding company exempt from the provisions of the Public Utility Holding 

Company Act of 1935 (“PUHCA”), except Section 9(a)(2) thereof, by virtue of Section 3(a)(l) 

of PUHCA. Arizona Public Service Company (“APS”) is PNW’s only existing public-utility 

company affiliate. PWE was created to serve as PNW’s competitive generation affiliate, and 
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PNW, over time, will move substantially all of APS’s generating assets to PWE, while retaining 

its transmission and distribution facilities within APS. On July 28,2000, in Docket No. ECOO- 

1 18-000, PNW, PWE and APS filed a joint application pursuant to section 203 of the Federal 

Power Act requesting authorization to separate APS’s generation and wholesale marketing 

businesses from its transmission and distribution businesses. On November 24,2000, the 

Commission authorized the transfer of APS’s generatiyn assets, and associated transmission 

plant (step-up transformers and generator leads), and existing generation operating agreements to 

PWE. See Arizona Public Service Company, et al., 93 FERC fi 61,216 (2000). Earlier, on 

September 12,2000, PWE filed an application pursuant to Section 9(a)(2) of PUHCA requesting 

approval from the Securities and Exchange Commission (“SEC”) in connection with the 

reorganization and transfer of APS’s generating assets to PWE since it will result in PWE 

becoming a public-utility company. This application is currently pending before the SEC. In 

addition to the APS facilities being moved to PWE, PWE plans to establish separate EWG 
t 

subsidiaries to develop, own and operate generating plants located outside of Arizona. 

111. SWORN STATEMENT 

In support of this application, appended hereto and made a part hereof is the afitidavit of 

Ajoy K. Banerjee, Vice President, Generation Expansion, which affirms and verifies the 

following facts: 

1. PWE will be engaged directly, or indirectly through one or more affiliates as 

defined in section 2(a)( 1 1 )(B) of PUHCA, and exclusively in the business of owning or 

operating, or both owning and operating, all or part of one or more eligible facilities and selling 

electric energy at wholesale. 

PWE intends to maintain its EWG status until the SEC authorizes it to become a public-utility 
company and at that time PWE will notify the Commission. 

1 

2 
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2. The eligible facilities (“Facilities”) PWE plans to directly or indirectly own and/or 

operate are: 

(a) 

newly constructed natural gas-fired, combined cycle unit with a nominal power 

output of 120 MW located on the site of APS’s West Phoenix Plant; 

(b) 

units”) with a combined capacity of less than 200 MW. Five of the trailer- 

mounted units will be located on the site of the West Phoenix Plant and five will 

be located on the site of the Saguaro Power Plant in Red Rock, Arizona. 

PWE will lease the trailer-mounted units from General Electric Energy Rentals, 

Inc. and will operate the trailer-mounted units. During the term of the lease, PWE will have all 

of the tights and privileges associated with ownership of the trailer-mounted units. As the 

operator of the trailer-mounted units, PWE will manage, control, operate, and maintain the units, 

and sell the electric output associated with the trailer-mounted units. See, e.g., TXU (No. 5) Pry 

Ltd., 92 FERC 7 61,170 (2000); Kafaeloa Partners, LP, 77 FERC TI 61,075 (1996). 

a 100% interest in West Phoenix Unit No. 4 (“West Phoenix No. 4‘1, a 

a 100% interest in 10 trailer-mounted generating units (“trailer-mounted 

3. 

4. West Phoenix No. 4 and the trailer-mounted units constitute “eligible facilities” as 

defined in Section 32(a)(2) of PUHCA, because they will be used for the generation of electric 

energy exclusively for sale at wholesale. 

5 .  

6. 

PWE will not engage in any retail sales. 

PWE is an associate of APS, which is an electric utility company as defined by 

Section 2(a)(3) of PUHCA. 

7. No portion of the Facilities will be owned or operated by an electric utility 

company that is an affiliate or associate company of PWE. However, because West Phoenix No. 

3 
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4 is located near generating facilities owned and operated by APS and because it is economically 

efficient to have a single entity perform certain routine day-to-day services necessary to run both 

the utility-owned and EWG-owned facilities since they are in close geographic proximity, PWE 

and APS intend to enter into a Services Agreement pursuant to which APS will provide certain 

services to PWE. APS will be responsible for providing the services identified in the Services 

Agreement, primarily daily maintenance activities, but will not have full operating responsibility 

for West Phoenix No. 4. See, e.g., Prior Notice and Filing Requirements Under Part II ofthe 

Federal Power Act, 64 FERC 161,139, at 6 1,993-94 (1 993); Puget Sound Power & Light 

Company, 64 FERC fi 61,335, at 63,428 (1993).2 Because the Service Agreement will satisfy 

both FERC and SEC precedent, the Services Agreement should not affect the Commission’s 

EWG determinati~n.~ 

8. There are no lease arrangements involving the Facilities and any United States 

public-utility company or any a€filiate or associate of any United States public-utility company. 

However, as noted above, P W  is leasing the trailer-mounted units from General Electrk Energy 

Rentals, Inc. 

Under SEC precedent, APS also should be not be considered the “operator” of West Phoenix No. 4 
since APS will not: (1) hold any interest in PWE or the West Phoenix No. 4; and (2) will not sell 
electricity, schedule electrical output, bill, collect revenues, schedule interruptions in the delivery of 
electricity, procure fuel supply, or modify the capacity requirements of the facilities. See Kenetech 
Windpower, Inc., SEC No-Action Letter (April 15,1994); Cobtrip Energy Limited Partnership, SEC 
No-Action Letter (November 14, 1989). Moreover, the fee structure under which A.PS will be 
compensated will not be related to the revenue or income PWE receives, nor will it be directly 
related to the electrical output from the facilities. 

In any event, even if APS were somehow viewed as “operating” West Phoenix No. 4, the plain 
language of Section 32(d) of PUHCA, which bars ownership or operation of a “portion” of an 
eligible facility by an affiliated electric utility company, does not apply to the current proposal since 
PWE will own the entire unit and APS would be “operating” the entire unit. In other words, there is 
no intermingling of operation or ownership since neither of the functions will be apportioned 
between the EWG and the afiliated electric utility. 

2 

’ 

4 
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9. PWE also plans to engage in activities that the Commission has previously 

determined to be “incidental” to an EWG’s primary business of owning and operating eligible 

facilities and selling electric energy at wholesale. These activities include: 

developing and purchasing other eligible facilities. See, e.g., China Power 

Partners, L.P., 70 FERC 7 61,256 (1995); Southern Electric Wholesale 

Generators, Znc., 66 FERC 761,264 (1994). 

wholesale marketing and brokering of electric energy that P W E  has not generated. 

See, e.g., Enrergy Power Marketing Corp., 73 FERC 7 61,063 (1995); CNG 

Power Services Corp., 71 FERC ft 61,378 (1995); LG&E Power Marketing, Inc., 

67 FERC 1 6 1,083 (1 994). 

selling or reselling ancillary services and interconnected operations services at 

wholesale. See, e.g., Phelps Dodge Energy Services, 88 FERC 1 61,052 (1999); 

selling by-products of electric generation, such as steam, fly ash and bottom ash. 

See, e.g., Erie BoulevardHydropower, L.P., 87 FERC 1 61,378 (1999); 

selling excess natural gas supplies and reassigning excess capacity originally 

obtained to effect a specific wholesale sale of electric energy. See, e.g., Selkirk 

Cogen Partners, L.P., 69 FERC 161,037 (1994); 

delivering fuel to third parties to generate electric power to be delivered by that 

third party to PWE for sale at wholesale. See. e.g., CNG Power Services Corp., 

71 FERC 7 61,378 (1995); Southern Energy Marketing, Inc., 71 FERC 7 61,376 

(1995); and 

5 
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_--- a 
(g) entering into contracts for transmission capacity solely to the extent necessary to 

effect sales at wholesale of electricity generated by PWE or others. See, e.g., 

CNG Power Services Cor-. , 7  1 FERC f 6 1,026 ( 1995). 

In addition to the incidental activities above, PWE plans to own directly or 10. 

indirectly a natural gas storage facility. The natural gas storage facility is necessary for the 

operation of West Phoenix No. 4 and is incidental to PWE's primary business of owning and 

operating eligible facilities and selling electric energy at wholesale. See Desarollo Pecfacalco S. 

De R. L. De C. K 67 FERC 61,070 at 61 199, order on reh 'g, 67 FERC f 61,403 (1 994) (he1 

storage facilities are not part of the eligible facility and such facilities are incidental to primary 

EWG business); CompaZia Hidroelkctrica Doiia Julia S. De R. L., 85 FERC 7 6 1,336 ( 1998) 

(ownership of discharge and offshoot pipelines for other hydroelectric projects is incidental to 

primary EWG business). 

fV. 
I 

NOTICE OF APPLICATION AND SERVICE 

Included with this application is a form of notice in paper and electronic formats suitable 

for publication in the Federal Register. A copy of this appiication has been served on the 

Securities and Exchange Commission and the Arizona Corporation Commission. 

6 
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V. CONCLUSION 

For the foregoing reasons, PWE respectfully requests the Commission to determine that 

PWE is an Exempt Wholesale Generator under Section 32(a)( I )  of PUHCA. 

Respectfully submitted, 

John D. McGrane 
Mary Ann K. Huntington 
Andrea J. Weinstein 
Morgan, Lewis & Bockius LLP 
1800 M Street, N.W. 
Washington, D.C. 20036 
Tel: (202) 467-762217621 

Dated: March 28,2001 

Attorneys for 
Pinnacfe West Energy Corporation 
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UNITED STATES OF AMERICA 
BEFORE THE 

FEDERAL ENERGY REGULATORY COMMBSION 

Pinnacle West Energy Corporation Docket NO. E-1- 

APPLICATION OF PINNACLE WEST ENERGY CORPORATION FOR 
DETERMINATION OF EXEMPT WHOLESALE GENERATOR STATUS 

AFFIDAVITOF 
AJOY K, BANERJEE 

STATE OF ARIZONA 

COUNTY OF MARICOPA 

The undersigned, Ajoy K. Banerjee, being first duly sworn, attests that I am Vice 

President, Generation Expansion, of Pinnacle West Energy Corporation; that as such I am legally 

authorized to bind Pinnacle West Energy Corporation; that I have read the foregoing Application 

of Pinnacle West Energy Corporation for Determination of Exempt Wholesale Generator Status 

, 

(the “Application”) and know the contents thereof;, and that the facts and representations set forth 

in the Application are true and correct to the best of my knowledge, information, and belief. 

Titie:yv’lci President, de ra t ion  Expansion 

Subscribed and sworn to before me 
this twenty-seventh day of March 2001 

http://rimsweb
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(202) 467-7332 

April 27,2001 

The Honorable David P. Boergers 
Secretary 
Federal Energy Regulatory Commission 
888 First Street, N.E. 
Washington, D.C. 20426 

Re: Amended and Supplemental Application of Pinnacle West Energy Corporation for 
Determination of Exempt Wholesale Generator Status, Docket No. EGO 1 - 163-00 1. 

Dear Secretary Boergers: 

Enclosed for filing are an original and fourteen copies of an Amended and 
Supplemental Application of Pinnacle West Energy Corporation for Determination of 
Exempt Wholesale Generator Status. In accordance with the Commission:s rules, attached is 
a Notice of Filing in hard copy and on diskette. 

Please file stamp and return four copies of the Amended and Supplemental 
Application for our records. 

If you have any questions regarding the Amended and Supplemental Application, please 
contact the undersigned. 

Sincerely, 

Andrea J. Weinstein 
Attorney for 
Pinnacle West Energy Corporation 

Enclosures 

cc: Jan Macpherson 
Securities and Exchange Commission 
Arizona Corporation Commission 
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UNITED STATES OF AMERICA 
BEFORE THE 

FEDERAL ENERGY REGULATORY COMMISSION 

Pinnacle West Energy Corporation ) Docket No. EG01-163-001 

AMENDED AND SUPPLEMENTAL APPLICATION 
FOR DETERMINATION OF 

EXEMPT WHOLESALE GENERATOR STATUS 

On March 28,2001, Pinnacle West Energy Corporation (“PWEi”) filed an application 

with the Federal Energy Regulatory Commission (“FERC” or “Commission”) requesting that the 

Commission issue an order determining that PWE is an exempt wholesale generator (“EWG”) 

pursuant to Section 32(a)( 1) of the Public Utility Holding Company Act, as amended, and Part 

365 of the Commission’s regulations. PWE submits this amended and supplemental application 

to modify the eligible facilities it plans to directly or indirectly own and/or operate and to provide 

the Commission with additional information concerning PWE’s development activities. 
\ 

On page 3 of the initial application, PWE states that PWE plans to directly or indirectly 

own and/or operate a “1 00% interest in 10 trailer-mounted generating units (‘trailer-mounted 

units’) with a combined capacity of less than 200 MW.” At this time, PWE no longer intends to 

operate the trailer-mounted units as eligible facilities. Instead, West Phoenix No. 4 will be 

PWE’s only eligible facility. In the event that PWE later decides to operate the trailer-mounted 

units as eligible facilities, PWE will file a separate application for EWG status to cover those 

. 

facilities. 

In addition, on page 2 of the initial application; PWE states that “PWE plans to establish 

separate EWG subsidiaries to develop, own and operate generating plants located outside of 

Anzona.” PWE wishes to clarify that prior to PWE’s acquisition of any ownership interest or 

operation interest in any additional eligible facilities, PWE will either file for EWG status for 

such acquisition or notify the Commission pursuant to 18 C.F.R. 9 365.8. 



An applicant for an EWG determination is allowed to amend and supplement its 

application upon a showing of good cause, as allowed by 18 C.F.R. 3 365.5, and PWE has 

demonstrated cause for amending and supplementing it application. This amended and 

supplemental application neither substantially alters PWE’s initial application nor encompasses 

any activities not previously presented in that application. 

PWE requests waiver of any applicable Commission regulations to the extent necessary 

to waive any applicable filing requirements. PWE provides in paper and electronic formats a 

proposed notice of filing suitable for publication in the Federal Register in the event the 

Commission elects to notice the filing. 

In accordance with Section 365.5 of the Commission’s regulations, 18 C.F.R. 6 365.5, 
PWE is not required to submit an additional filing fee with this filing. 



For the reasons set forth in PWE’s initial application and this amended and supplemental 

application, PWE respectfully requests that the Commission determine that PWE is an exempt 

wholesale generator under Section 32(a)(l) of PUHCA. 

Respectfully submitted, 

John D. McGrane 
Mary Ann K. Huntington 
Andrea J. Weinstein 
Morgan, Lewis & Bockius LLP 
1800 M Street, N.W. 
Washington, D.C. 20036 
Tel: (202) 467-7000 

Karilee S. Ramaley 
Pinnacle West Capital Corporation 
400 North 5th Street I 

Mail Station 8695 
Phoenixj AZ 85004 
(602) 250-3626 

Attorneys for 
Pinnacle West Energy Corporation 

, 
Dated: April 27,2001 
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Pinnacle West Energy Corporation Docket No. EG01-163-001 

APPLICATION OF PWNACLE WEST ENERGY CORPORATION FOR 
DETERMINATION OF EXEMPT WHOLESALE GENERATOR STATUS 

AFFIDAVIT OF 
AJOY K. BANERJEE 

) 

1 

STATE OF ARIZONA 1 

COUNTY OF MARICOPA 

The undersigned, Ajoy K. Banerjee, being first duly sworn, attests that I am Vice 

President, Generation Expansion of Pinnacle West Energy Corporation; that as such I am legally 

authorized to bind Pinnacle West Energy Corporation; that I have read the foregoing Application 

of Pinnacle West Energy Corporation for Determination of Exempt Wholesale Generator Status 

(the “Application”) and know the contents thereof; and that the facts and representations set forth 

in the Application are true and correct to the best of my knowledge, information, and belief. 

Subscribed and sworn to before me 
this# day of April 2001. -w 



Morgan, Lewis 1800 M Street, N W 

Washington, D C. 20036-5869 . i ( s . F  :: 
!;: ; . , ~ B O C ~ U S  LLp 

_1 ' t  . 'r  i . ; . r  - -:tQ'J 
202-467-7W 

Fax: 202-467-7176 C O U N S E L O R S  A T  L A W  01 ?Kf -2 F,rf 3: 55 
t' / <  

.' t 1 - 1  ri I 5 : ! (;H +":ECL'/J t.!,.; 

Andrea J. Weinstein 

ajweinstein@rnorganlewis.com 
(202) 467-7332 

May 2,2001 

Hon. David P. Boergers, Secretary 
Federal Energy Regulatory Commission 
888 First Street, N.E. 
Washington, D.C. 20426 

RE: Pinnacle West Energy Corporation 
Docket No. EG01-163-000 

Dear Mr. Boergers: 

Pursuant to Rule 2 16 of the Rules of Practice and Procedure of the Federal Energy 
Regulatory Commission, 18 C.F.R. 5 385.216, Pinnacle West Energy Corporation 
("PWE") hereby files an original and fourteen (14) copies of a Notice of Withdrawal of 
its Application for Determination of Exempt Wholesale Generator Status. No parties 
have intervened or protested the PWE Application, so no party will be prejudiced or 
otherwise affected by PWE's withdrawal. PWE requests waiver of the provisions of 18 
C.F.R. 9 385.216 to allow the withdrawal to become effective as of the date ofthis filing. 

0 

Respect fully submitted, 

w- 
Andrea J. Weinstein 
Attorney for 
Pinnacle West Energy Corporation 

cc: Jan Macpherson 
Securities and Exchange Commission 
Arizona Corporation Commission 

Philadelphia Washinm NewYork Lm Angelas Miami Hamsburg Pitbbufeh hrnceton 

mailto:ajweinstein@rnorganlewis.com


UNITED STATES OF AMERICA 
BEFORE THE 

FEDERAL ENERGY REGULATORY COMRIISSION 

Pinnacle West Energy Corporation ) Docket No. EGO 1-1 63-000 

NOTICE OF WITHDRAWAL 

Pursuant to Rule 2 16 of the Rules of Practice and Procedure of the Federal Energy 

Regulatory Commission (“FERC”), 18 C.F.R. 5 385.216, Pinnacle West Energy Corporation 

(“PWE”), hereby withdraws its Application for Determination of Exempt Wholesale Generator 

(“EWG”) Status, which PWE filed with’ FERC in the above-captioned docket on March 28, 

2001, as amended and supplemented on April 27,2001. No parties have intervened or protested 

the PWE application, so no party will be prejudiced or otherwise affected by PWE’s withdrawal. 

Rule 2 16 of the Commission’s Rules of Practice and Procedure provides that a party’s\ 0 
withdrawal of a pleading shall become effective 15 days after the date on which the withdrawal 

was filed. PWE requests waiver of the provisions of 18 C.F.R. 5 385.216 to allow the Notice of 

Withdrawal to become effective as of the date of this filing.’ 

Good cause exists to waive the provisions of 18 C.F.R. 9 385.216. On September 12, 

2000, Pinnacle West Capital Corporation (“PNW”) filed an application pursuant to Section 

9(a)(2) of the Public Utility Holding Company Act of 1935 requesting approval &om the 

Securities and Exchange Commission (“SEC”) in connection with a proposed corporate 

reorganization involving the transfer of Arizona Public Service Company’s fossil generating 

assets to PWE and PWE’s operation of other generating facilities currently being developed. 

Approval was requested because it would result in PWE becoming a public-utility company. 

See Southern Natural Gas Company, 76 FERC ll 61,121 (1996) (waiving 15-day requirement of I 

18 C.F.R. 9 385.216 to avoid delay in construction of facilities). 



e PWE stated in its initial EWG Application that it intended to maintain its EWG status only until 

the SEC authorized it to become a public-utility company. On April 27, 2001, the SEC issued an 

order authorizing PNW to establish PWE as a public-utility company. For this reason, PWE is 

filing this Notice of Withdrawal and no further Commission action is requested. 

Respectfully submitted, 

Mary Ann K. Huntington 
Andrea J. Weinstein 
Morgan, Lewis & Bockius, LLP 
1800 M Street, N. W. 
Washington, D.C. 20036 
Tel: (202) 467-762217332 

Attorneys for 
Pinnacle West Energy Corporation 

\ 

Dated: May 2, 2001 
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UNITED STATES OF AMERICA 
BEFORE THE 

FEDERAL ENERGY REGULATORY COMMISSION 

Pinnacle West Energy Corporation 1 Docket No. EG01-163-000 

NOTICE OF FILING 

On May 2, 2001, Pinnacle West Energy Corporation (“PWE”) filed with the Federal 
Energy Regulatory Commission a Notice of Withdrawal of its Application for Determination of 
Exempt Wholesale Generator (“EWG”) Status. PWE states that no parties have intervened or 
protested the PWE EWG Application, so no party will be prejudiced or otherwise affected by 
PWE’s withdrawal. PWE requests that its Notice of Withdrawal become effective as of the date 
of filing. 

Any person desiring to be heard or to protest said filing should file a motion to intervene 
or comments with the Federal Energy Regulatory Commission, 888 First Street, N.E., 
Washington, D.C. 20426, in accordance with Rules 21 1 and 214 of the Commission’s Rules of 
Practice and Procedures (18 C.F.R. 8 385.21 1 and 18 C.F.R. 0 385.214). The Commission Wil l  
limit its consideration of comments to those that concern the adequacy or accuracy of the 
application. All such motions and comments should be filed on or before 7 

2001. Any person wishing to become a party must file a motion to intervene. Copies of this 
filing are on file with the Commission and are available for public inspection. This filing may 
also be viewed on the Internet at h t t p : / / w .  ferc. fed.us/online/rims.htm (call 202-208-2222 for 
assistance). 

David P. Boergers 
Secretary 
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APPLICATION 
UNDER 

THE PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 

(Name of company filing this statement and address of principal executive offices) 

.-------.---.---------.----.---------------------------------------------------------.------------------------------------- 

None 

mame of top registered holding company parent) 

Herbert I. Zinn 
Pinnacle West Capital Corporation 
400 North Fifth Street 
Mail Station 8695 
Phoenix, Arizona 85004 

Mary Ann K. Huntington 
Morgan, Lewis & Bockius LLP 
1800 M Street, N.W. 
Washington, D.C. 20036 

(Name and address of agents for service) 
_----------------.---.-.---------------.------.------------.---------------------------------------*---.-----.------------- 

The Commission is requested to send copies of all notices, orders, and communications in 
connection witb this Application to: 

Herbert 1. Zinn 
Pinnacle West Capital Corporation 
400 North Fifth Street 
Mail Station 8695 
Phoenix, Arizona 85004 

Mary Ann K. Huntington 
Morgan, Lewis & Bockius LLP 
1800 M Street, N.W. 
Washington, D.C. 20036 



FIRST: The name of the corporation is Pinnacle West Energy Corporation 

SECOND: The purpose for which the corporation is organized is the 

transaction of any or all l a A  business for which corporations may be incorporated under 

the laws of the State of Arizona, as they may be amended h m  time to time. The character 

of business which the corporation initially intends actually to conduct' in the State of Arizona 

is development, production and sale of wholesale energy. 

THIRD: The aggregate number of shares that the corporation shall have 

authority to issue is One Hundred (100) common shares, all of which shares shall be of a 

single class and shall have a par vdue of %.01 per share. 

I 

0 

FOURTH: The name and street address in Arizona of the initial statutory 

agent of the corporation is CT Corporation System, 3225 North Central Avenues, suite 

1801, Phoenix, Arizona 85012. The street address of the initial h o r n  place of business of 

the corporation in Atizona is 400 North 5& Street, Station 9068, Phoenix, Arizona 85004. 

FIFI": The number of directors constituting the initial board of directors of 

the corporation is two (2). The names and addresses of the persons who are to serve as 

directors until the fkst annual meeting of shareholders, or until their successors are elected 

and qualified, are: . 



.* , 

Name 

William J. Post 

Address 

400 North Fifth Street 
Phoenix,AZ 85004 

William L. Stewart 400 North Fifth Street 
Phoenix,AZ 85004 

The number of persons to serve on the board of directors thereafter shall be fixed by the 

bylaws of the corporation. 

i I SIXTH The name and address of the incorporator is Pinnacle West Capital 

Corporation, 400 East Van Buren, Phoenix, Arizona 85004. 

SEVENTH: The liability of a ditector or former director to the vrporation 

or its shareholders shall be eliminated to the lllest extent permitted by Section 10-202.B.1 

of the Arizona Revised Statutes. 

If the Arizona Business Corporation Act is amended to authorize corporate 

action further eliminating or limiting the liability of directors, the liability of a director of the 

corporation shall be eliminated or l i t e d  to the fbllest extent permitted by the Arizona 

Business Corporation Act, as amended. 

Any repeal or modification of this Article Seventh shall not adversely affect 

any right or protection of a director of the corporation existing hereunder with respect 'to any 

act or omission occuning prior to or at the time of such repeal or modification 

The provisions of this Article Seventh shall not be deemed to limit or 

preclude indemnification of a director by the corporation for any liability of a director which 

has not been eliminated by the provisions of this Article Seventh 

EIGHTH: The corporation shall indemnify any and all of its existing and 

former directors and officers to the fullest extent permitted by Section 10-202.B.2 of the 





TERM SHEET 
The following is a summary of all material terms and conditions relating to the relocation 

by Arizona Public Service Company, an Arizona corporation (“m’) of its 

a. electric generating business and assets (the “Generating Assets”), as more 
particularly defined below, which will be moved to APS’s affiliate, Pinnacle West 
Energy Corporation, an Arizona corporation (‘TWEC”); and 

Z.“, b. bulk power marketing and trading assets (the “Bulk Power Assets”) which will be 
moved to Pinnacle West Capital Corporation, an Arizona corporation (“PWCC”), 

in conjunction with an overall corporate reorganization by PWCC, APS’sparent company, which 
is, in substantial respect, undertaken in furtherance of a Settlement Agreement, dated May 14, 
1999, and approved by the Arizona Corporation Commission (the “m) on October 6,1999 in 
its Decision No. 61973. 

Executive Snmmarv: 

Iu fixtherance of an overall corporation reorganization, APS intends to move its 

a. Generating Assets, as described below, in two (2) stages, to two (2) newly created 
subsidiaries (respectively, “Subsidiq A” and “Subsidiarv B”) that will each be 
merged into PWEC; and 

b. Bulk Power Assets that will be relocated to PWCC. 

The bulk of APS’s Fossil Assets and Solar Assets (as defined below) will be moved to 
Subsidiary A by January I ,  2001, and APS’s Nuclear Assets (as defined below) will be moved to 
Subsidiary B by December 3 1,2002. APS’s Bulk Power Assets Will be moved to PWCC by 
January 1,2001. 

Simultaneously with each stage of the relocation of Generating Assets, APS will divest 
itself of its ownership interest in Subsidiary A and Subsidiary B, respectively, by transferring the 
common stock of each subsidiary to PWCC. PWCC will then merge each subsidiary into its 
wholly owned subsidiary, PWEC, thereby completing the move of ApS’s Generating Assets to 
its affiliate, PWEC. Any Fossil Assets, as defined below, that are not moved to PWEC by 
January 1,2001, will be moved to PWEC using a similar subsidiary transaction by December 3 1, 
2001. The Bulk Power Assets will be moved directly to PWCC. 

As a result of this corporate reorganization, by January 1 , 2003, APS shall be engaged in 
the transmission and distribution of electricity in the State of Arizona, and will no longer be 

lectricity. PWEC shall be engaged in the generation and sale of 
mers in the region bounded by the Western States Coordinating 



Council. By January 1,2001, PWCC will assume the bulk power marketing and trading 
activities that were previously conducted by APS. 

The Plan of ReorPanization 

1. GeneratinP Assets: 

1.1. 
1.2. 
1.3. 
1.4. 
1.5. 
1.6. 
1.7. 
1.8. 
1.9. 
1.10. 

Palo Verde Nuclear Generating Station - Wintersburg, Arizona 
Four Comers Generating Station - Fruitland, New Mexico 
Navajo Generating Station - Page, Arizona 

’ Cholla Generating Station - Joseph City, Arizona 
West Phoenix Generating Station - Phoenix, Arizona 
Ocotillo Generating Station - Tempe, Arizona 
Saguaro Generating Station - Red Rock, Arizona 
Yucca Generating Station - Yuma, Arizona 
Douglas/Fairview Generating Station - Douglas, Arizona 
Various grid-connected solar generating facilities located in the State of Arizona 

Item 1.1 is refmed to herein as the “Nuclear Assets.” 
Items 1.2 through 1.9 are referred to herein as the ‘‘Fossil Assets.” 
Item 1.10 is referred to herein as the “Solar Assets.” 

Bulk Power Assets 

Various agreements relating to the purchase and sale of bulk electric power, emission 
allowances, natural gas, and other energy-related commodities, together with infrastructure 
and related items of tangible personal property used or useful in connection with the conduct 
of bulk power trading activities. 

2. Established Asset Value: 

For purposes of the reorganization, the Generating Assets and the Bulk Power Assets will be 
valued at APS’s book value as of the Closings referred to in Sections 3.1.1 and 3.1.2, below. 

3. Other Material Terms and Conditions: 

3.1 Effective Dates: 

3.1.1 The bulk of the Fossil Assets, the Solar Assets and the Bulk Power Assets will be 
moved on or before January 2,2001. Any remaining Fossil Assets will be moved 
by December 3 1,2001. 

3.1.2 The Nuclear Assets will be moved by December 31,2002. 

3.2 Conditions and Approvals Required as a Condition of the Reorganization: 



a -  
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3.2.1 

3.2.2 

Third Partv Apmovals and Consents: The reorganization will be subject to certain 
approvals and consents: 

3.2.1.1 Participant approvals, to the extent applicable, for the Four Comers 
Generating Station, Navajo Generating Station and Palo Verde Nuclear 
~enerating Station. 

3.2.1.2 Third party consents to assignment and transfer of various contracts, 
licenses, leases, easements, permits, etc., necessary and useful for the 
operation of the assets being transferred (e.g., goods and services). 

Remlatorv Requirements: The reorganization will be subject to certain regulatory 
requirements: 

3.2.2.1 

3.2.2.2 

3.2.2.3 

3.2.2.4 

Federal Energy Regulatory Commission (“FERC”) approval under 
Section 203 of the Federal Power Act. 

Receipt of favorable letter rulings from the Internal Revenue Service that 
the proposed reorganization will be tax free. 

Final approval by the Securities Exchange Commission, pursuant to 
Section 9(a)(2) of the Public Utility Holding Company Act (“PUHCA”), 
that PWCC, as an exempt holding company, may acquire an interest in ‘ 
PWEC, a public utility for purposes of PUHCA; or alternatively, a 
determination by the FERC that PWEC is an exempt wholesale 
generator under Section 32 of PUHCA. 

Permit transfer approvals from various Federal, State and local 
environmental regulatory authorities. 

3.2.2.5 Approval by the Nuclear Regulatory Commission of the transfer of the 
Palo Verde Nuclear Generating Station Operating License from APS to 
PWEC. 
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July 28,2000 

r ” )  - 7 .  

Honorable David P. Boergers Secretary 
Federal Energy ReguIatory Commission 
888 First Street, N.E. 
Washington, DC. 20426 

Re: 
West q . .  

Dear Secretary Boergcrs: I 

Pursuant to Section 203 of the Federal Power Act, 16 USC. 5 824b (19!34), and 
Part 33 of the regulations of the Federal Energy Regulatory Commission, 18 C.F.R. Part 
33, Arizona Public Service Company (“APS), Pinnacle West Capital Corporation 
(“P WCC“), and Pinnacle West Energy Corporation (“PWE‘) (jointly “Applicants”), 
hereby submit for f i h g  six copies of illl Application for Authorization to Transfer 
JMsdictional Facilities. 

Applicants are making this filing h connection with the proposed corporate 
restructuring of .VS ,  under which APS will separate its generation and wholesale 
marketing businesses, from its transmission and distribution businesses. Applicants 
developed tbe restructuring plan kt order to comply with the Arizona retail choice 
program, which provides for the introduction of customer choice for retail customers, and 
require8 APS to divest its generation assets. As demonstrated in the body of the 
Application, the proposed transftr of jurisdictional facilities raises no competitive or 
other concems, and is in the pubbc interest. 

A form of notice suitable for publication in the Federal Register and a copy of the 
’ notice on a computer diskette are attached hereto. Applicant8 have served a copy of this 

Application on the Arizona Corporation Corn~nission and tha New Mcxicc Public 
Regulation Codss ion.  In addition, copies of this nanamittal letter have been sent to all 
cuetomen under each of the wholesale power sales contracts, tariffa, and sewice 
agreements that APS seeks authorization under Section 203 to transfer to an afBUatt. 

I 



Any o f  these customers that desire a copy of the Application should contact the 
undersigned, 

If you have any questions about this filing, ple feel ce to contact me. Fg P 

Lewis & B O C ~ ~ U S  LLP 

Wa~hingt011, D.C. 20036-5869 
Phone: (202) 467-7000 

Enclosures 

Barbara M. Champion, Senior Attorney 
Pinnacle West Capital Corporation 
P.O. Box 53999 
Mail Station 8695 
Phoenix, Arizona 85072-3999 
Phone: (602) 250-3547 

Attorneys for 
Arizona Public Setvice Company 
Pinnacle West Capital Corporation 
Pinnacle West Energy Corporation 

cc: .4rizona Corporation Commission 
New Mexico Public Regulation Commission 



UNITED STATES OF AMERICA 
BEFORETHE 

FEDERAL ENERGY REGULATORY COMMISSION. 

Arizona Public Service Company 1 Docket No. ECOO- 
Pinnacle West Capital Corporation 1 
Pinnacle West Energy Corporation 1 

APPLICATION OF 
ARIZONA PUBLIC SERVICE COMPANY, 

PINNACLE WEST CAPITAL CORPORATION, AND 
PINNACLE WEST ENERGY CORPORATION 
FOR AUTHORIZATION TO TRANSmR, 

JURISDICTIONAL FACILITIES 

I. INTRODUCTION 

Arizona Public Service Company ( " M S " ) ,  and its fliliates Pinnacle West 

Capital Corporation ("PWCC") and Pinnacle West Energy Corporation ("PWE") 

(collectively, "Applicants"), submit this Application to obtain the approvals necessary to 

separate APS's generation and wholesale marketing businesses from its transmission and 

distribution businesses. APS is separating its generation and marketing functions from its 

0 

transmission and distribution functions, in accordance with the Arizona retail choice 

program and as the means of implementing the Settlement Agreement approved by the 

Arizona Corporation Commission ("ACC") which calls for the divestiture of APS's 

generation assets. Upon completion of the proposed corporate restructuring, PWE will 

own and operate APS's existing generating plants, and AFS will become a "wires" 

company, owning and operating transmission and distribution facilities. PWCC will have 

a Marketing and Trading Department and act as a power marketer, and conduct trading 

and brokering functions on behalf of its subsidiaries A P S ,  PWE, and APS Energy 

Services Company, Inc. ("APSES"). 



Under Section 203 of the Federal Power Act, 16 U.S.C. 5 824b (1994), and Part 

33 of the Federal Energy Regulatory Commission's ('IFERC" or the "Commission") 

Regulations, 18 C.F.R. § Q  33.1-33.10 (1999), Applicants seek authorization for: 

1. the transfer from APS to PWE, directly or indirectly, of certain 
jurisdictional facilities; 

the transfer from APS to PWE, directly or indirectly, of certain operational 
agreements to PWE; and 

2. 

3. the transfer from APS to PWCC of certain wholesale power sales 
contracts, APS's Electric Coordination Tariff and accompanying service 
agreements, and certain service agreements under A p S ' s  Market-Rate 
Tariff including any new agreements APS enters into under its market-rate 
tariff up to and until the time of transfer. 

Upon the transfer of APS fossil generation resources to PWE, contemplated to 

occur on or before January 1,2001, PWE will sell the output from its generation 

resources to PWCC. Under the restructuring plan, PWCC will, in turn, provide APS with 

all of its generation-related ancillary services pursuant to agreements to be filed with the 

Commission.' These arrangements will allow APS to continue providing ancillary 

services at the existing rates in its OATT until a market for ancillary services develops in 

Arizona. 

Specifically, PWE intends to file an application for authorization to sell power at market-based 1 

rates in a separate but concurrent filing. At that time, PWE will also file an agreement for the sale of 
generation related ancillary services to PWCC at exactly the same rates that APS currently charges 
transmission customers under its OATT. To the extent additional generation related ancillary services may 
be required by the Commission or pursuant to protocols to be filed by the Arizona Independent System 
Administrator, PWE will supply those services to PWCC. PWCC will then in turn provide ancillary 
services to APS, again at the same rates currently charged by APS under its OATT. PWE and PWCC will 
reserve the right to change such rates and services as their costs of providing such service change, or as 
conditions warrant. 

2 



II. R E Q W T  FOR EXPEDITED APPROVAL AND R,EQ~STED 
' EFFECTNEDATFS 

The approvals that Applicants request are necessary to implement Arizona's retail 

choice plan for the Applicants. Accordingly, Applicants request that the Commission 

issue an order no later than November 30,2000, approving the Section 203 application 

and request expedited consideration to the extent necessary. Applicants note that they 

anticipate transferring most of the assets and personnel at year-end, in order to facilitate 

calendar year record keeping, and believe that the time between the requested approval 

date of November 30 and the contemplated transfer is necessary to allow the transfer of 

personnel and to implement other aspects of the transaction. Applicants will promptly 

notify the Commission upon the consummation of the transactions described herein. 

III. PROPOSED RESTRUCURLNG PLAN OF THE APPLICANTS 

I n  A. Description of the Parties 

PWCC: PWCC is an Arizona corporation whose principal place of business is 

located at 400 North 5* Street, Phoenix, Arizona. PWCC is a holding company that is 

exempt from registration under the Public Utility Holding Company Act of 1935, as 

amended (''PUHCA"), by virtue of Section 3(a)(l) of PUHCA and Rule 2 of the 

regulations of the Securities and Exchange Commission ("SEC"). PWCC is the parent 

company of APS, PWE, and APSES. At present, PWCC has no electric-utility company 

subsidiaries, other than APS. PWCC has two non-utility subsidiaries, El Dorado 

Investment Company, an investment f m  with a portfolio consisting of venture capital, 

limited partnerships, and other holdings, and SunCor Development Company, a real 

estate developer invested in planned communities and conmercialhdustrial projects. 

3 



PWCC is also a power marketer. On June 20,2000, the Commission 

conditionally accepted for filing a proposed market-based rate tariff and code of conduct 

for PWCC in Docket No. ER00-2268-000. As ordered by the Commission, PWCC 

submitted a compliance filing to resolve the remaining concerns of the Commission 

regarding potential affiliate abuse and the effect of affiliate transactions on captive 

wholesale customers with fuel adjustment clauses. PWCC will market power and energy 

that it purchases and will engage in wholesale marketing and brokering activities. 

APS: APS is a public service corporation organized under the laws of the State 

of Arizona, engaged in the business of generating, transmitting and distributing electricity 

in all or part of eleven of Arizona's fifteen counties. APS owns or partially owns a 

number of generating assets. A list of the transmission assets that APS is transfemng to 

PWE is included as Attachment A. The transmission assets being transferred are facilities , 0 
functionalized to production - such as step-up transformers and related equipment. A list 

of the contracts that APS will be transferring to P W  and PWCC is included in 

Attachment B. APS is authorized to sell wholesale power and energy at market-based 

rates.' In its order granting market-base rate authority to APS, the Commission found 

that AJ?S does not possess market power.3 APS has an OAlT on file with the 

Commission.4 

PWE: P W E  was formed as a subsidiary of its parent company, PWCC, for the 

purpose of owning and operating wholesale generating facilities. PWE was incorporated 

See A ~ ~ Z O M  Public Service Cu., 79 FERC & 61,022 (1997). APS recently filed an updated market 2 

analysis concerning its market-based rates. See Arizona Public Service Co.. Docket No. ER00-1875-000 
(March 14,2000). 

See Arizona Public Service Cu., 79 FERC & 61,022, at 6 1,098-99. 

Docket Nos. OA96- 153-000. ER96-2401-000. 

3 

4 
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in Arizona on September 27,1999, and currently has no operating generating facilities 

that are subject to the Commission’s jurisdiction. Upon transfer of APS’s generating 

assets to P W ,  PWE will become a generating cornpan$ and APS will become primarily 

a wires company. PWE will generally sell the output from its generating facilities to 

PWCC but may sell a portion to other wholesale customers. 

Diagrams showing the corporate relationships between PWCC, A P S ,  and PWE 

before and following consummation of the transaction are attached as Appendices A and 

B. 

B. Arizona Restructuring 

The Applicants developed the restructuring plan in response to the changes 

currently underway in the wholesale and retail sectors of the electric and gas industries in 

Arizona and elsewhere. Specifically in Arizona, the ACC has implemented a plan and 

d e s  to permit retail access. On October 6,1999, the ACC approved a Settlement 

Agreement between A P S  and several customer groups and consumer advocates resolving 

retail electric competition-related issues and approving unbundled tariffs! Under the 

terms of the Electric Competition Rules of the ACC and APS’s Settlement Agreement, 

retail choice for APS’s retail customers is being phased-in. All of APS’s retail customers 

i 

will be entitled to choose their retail power supplier beginning January 1,2001.7 

Remaining retail customers of APS taking service under “standard offer” bundled rates 

PWCC currently anticipates seeking approval from the Securities and Exchange Commission 5 

(“SEC) under Section 9(a)(2) of Public Utilities Holding Company Act of 1935, as amended (“PUHCA”), 
in connection with the transfer since it will result in PWE becoming a public-utility company; alternatively, 
PWE will file for exempt wholesale generator status under Section 32 of PUHCA. 

ACC Decision No. 61973. 

See Attachment D - ACC approved Settlement Agreement, 5 1.1. 
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will be subject to planned rate reductions that will continue until July, 2O04.* Under the 

Settlement Agreement, A P S  is entitled to apply for a change in the agreed upon rate 

reductions only in the event of an emergency or a material change in its cost of service as 

a result of specified extraordinary events. The approved Settlement Agreement also 

requires that APS divest its generation assets by December 31,2002, but allows A P S  to 

divest its assets to an affiliate? 

C. 

In response to the state restructuring proceedings, PWCC formed APSES, a 

Applicants Plan to Implement Arizona Restructuring 

marketer of electricity and energy-related services to primarily retail customers in 

Arizona and California, and PWE, a corporation formed to engage in the business of 

owning and operating generating facilities in Arizona and elsewhere. To further comply 

with state restructuring, A P S  is now transferring its existing generating assets, and 

requesting the authority to transfer associated transmission plant, and existing generation 

operating agreements to PWE. Additionally, APS is requesting the authority to transfer 

certain existing wholesale power sales agreements to PWCC. 

To implement the actual transfer of facilities after Commission approval, APS 

intends the following transactions. As previously mentioned APS and PWE are direct 

and wholly-owned subsidiaries of PWCC. New subsidiaries will be created as needed to 

implement the uansfer of facilities. The following transactions will occur on or about 

January 1,2001, pursuant to a plan of reorganization. First, APS will contribute its fossil 

and applicable solar generation assets and its operational agreements to one or more of 

these newly formed subsidiaries (hereafter all will be referred to as a “Transitory 

See Attachment D - ACC approved Settlement Agreement, #$  2.2,2.6,2.7. 6 

See Anachment D - ACC approved Settlement Agreement, 0 4.1. 9 

a 
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Subsidiaries"). This transaction is intended to qualify as a tax-deferred reorganization 

under IRC Section 368(a)(l)(D). Second, A P S  will distribute or cause to be distributed 

all of the stock of a Transitory Subsidiary to PWCC in a transaction intended to qualify as 

a tax-deferred spin-off under IRC Section 355. Third, under state law, the Transitory 

Subsidiary will then be merged into PWE (with PWE surviving) in a transaction intended 

to qualify as a tax-deferred statutory merger under IRC Section 368(a)( l)(A). It is 

contemplated that the three aforementioned transactions will occur simultaneously. 

APS also intends to transfer certain wholesale power contracts to PWCC in a . 

similar manner as described above with the use of a different subsidiary (in this case, the 

subsidiary wili be merged into PWCC). Foilowing approvaI of such transfer, APS will 

transfer the contracts and, as required in Section 35.16 of the Commission's regulations, 

file a Notice of Succession within 30 days. At that time, APS will refile each agreement 

with the Commission in accordance with the Commission's recent ruling on rate schedule 

designations." 

The transfer of the APS nuclear facilities is contemplated to occur by the end of 

2002 pursuant to the current plan of reorganization. APS intends to use the same 

mechanism as described above for the other generating assets for transferring the nuclear 

assets to PWE. The delay in transfemng the nuclear assets is to ensure additional time to 

adequately address complicated contractual arrangements, such as saleheaseback 

provisions, in place amongst the various owners of the nuclear facilities. There are also 

certain financial and economic considerations that must be resolved before the actual 

transfer of nuclear assets can take place. APS will inform the Commission when the transfer of nuclear assets can take place. APS will inform the Commission when the 

*' See Designation ofElectric Rare Schedule Sheers, Order No. 614,90 FERC & 61,352 (2000). 



actual transfer of its nuciear generating units takes place. 

The proposed restructuring plan of the Applicants will help PWCC and its 

affiliates adapt their electric businesses to new and changing markets. The restructuring 

plan will allow PWCC and its affiliates to better compete in these markets and permit 

better service for customers and shareholders. 

IV. APPLICATION PURSUANT TO SECTION 203 

Section 203 of the P A  requires Commission approval for the disposition of 

facilities that are subject to the Cornmission's jurisdiction and have value in excess of 

$50,000. A P S  owns and operates step-up transformers and associated transmission 

facilities at its generating facilities that will be included in the direct or indirect transfer 

of assets to PWE. A P S  also has existing wholesale contracts that will be transfened to 

PWCC and PWE and these contracts are considered "facilities." See Enron Power 

Murketing, Inc., 65 FERC gI 61,305 (1993). Accordingly, the instant transaction involves 

a disposition of jurisdictional facilities requiring Commission approval. The Commission 

will approve such a disposition if it concludes that the transaction is consistent with the 

public interest. See, e.g., Boston Edison Ca., 80 FERC 9 61,274 (1997). In analyzing the 

effect of the disposition on the public interest, FERC generally considers the following 

three factors: (1) the effect on competition, (2) the effect on rates, and (3) the effect on 

regulation. As shown below, the proposed transfer of jurisdictional assets is in the public 

interest. The transfer will actually benefit the public interest, as it will facilitate the 

restructuring of the electric power industry in Arizona by (1) finalizing the 

implementation of retail access in Arizona as promulgated by the ACC, (2) aliowing 

competition in the generation markets, and (3) enabling A P S  to operate its transmission 

system as a "wires" only company. 



A. The Effect on Competition 

The restructuring plan of the Applicants reflects the type of structural changes that 

are becoming typical in the evolving competitive electric marketplace. The restructuring 

will properly align the generation business into one Unit, the transmission and distribution 

business into another, and the wholesale power marketing function in still another unit. 

Such an alignment will be beneficial to the competitive marketplace because it will allow 

each entity to focus exclusively on its core business. Because this restructuring is 

internal to the Pinnacle West corporate family, there are no competitive impacts from the 

transfers contemplated herein. See, e.g., PECO Energy Co., 90 FERC 61,269, at 

61,903 (2000); Public Svc. Elec. & Gas, Co., 88 FERC 41 61,299, at 61,916 (1999) 

(finding that similar internal restructuring did not increase market concentration or affect 

competition). 

Additionally, APS has had market rate approval for the past three years. On May 

2,2000, an updated market power study by A P S  was accepted by the Commission in 

Docket No. EROO-1875-OOO. The updated report shows that A P S  does not possess 

m.arket power in the generation or transmission markets. In addition, PWCC recently 

received conditional approval for a market-based tariff in Docket No. EROO-2268-0OO.' 

Finally, PWE is filing for market-based rate approval in a separate but concurrent filing. 

Since neither APS,  PWCC, or PWE possess market power in generation or transmission 

markets, the transfer of assets should not create any competitive issues. In fact, providing 

a competitive alternative for generation resources in the retail and wholesale markets, the 

transfer of assets will further competition to the benefit of all customers. 

I' As noted previously in 1II.G on July 13,2000, APS and PWCC submitted a compliance filing to 
address the sole remaining concern of the Commission regarding the treatment of APS's captive wholesale 
customers with fuel adjustment clauses. 
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a 
B. The Effect on Rates 

The transfer of assets should not affect the rates currently paid by retail and 

wholesale customers. APS does not intend to change its transmission rates, since none of 

the transmission assets being transferred to PWE are currently in APS's transmission 

rates reflected in its OAT". In order to deliver the output of the PWE generating assets, 

the entity purchasing the power will be required to use transmission service pursuant to 

APS's OAT". 

As stated previously, the retail customers of APS are protected by rate reductions 

through July, 2004 and all retail customers will be able by January 1,2001 to choose their 

electric supplier. Most of APS's  wholesale transactions &e currently conducted under 

0 
market-based rates or through the Western System Power Pool and the transfer of assets 

should have no effect on their competitive rates. APS does have some cost-based 

wholesale rate customers, of which all but two can readily choose alternate power 

suppliers. A P S  does not believe the transfer of assets will harm its current wholesale 

customers. A P S  recently proposed measures that will protect wholesale customers from 

any potential affiliate abuse associated with affdiated transactions. To protect existing 

.. - CUstnmerP Iw ith .ysmminr.rementslcnst (SIC) in their nricine nmvisians. A P S  will can 

the pass-through of cost at the lesser of SIC or prices based on the Palo Verde Index. For 

customers with a fuel adjustment clause (FAC) in their contracts, APS has proposed that 

the customers would pay the lesser of a FAC calculated with inter-affiliate transactions 

included, a FAC calculated with the inter-affiliate transactions priced not as actual but at 

the Palo Verde Index price for a similar duration, or the average of the actual corrected 

FAC for the same month for 1998 or 1999 (See Pinnacle Wesf Capital Corporation, 

Docket No. ER00-2268-000). These protections will continue in place. 
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In addition, further protection to all customers regarding ancillary services will be 

provided. In separate Section 205 filings, appropriate agreements will be filed with the 

Commission that will provide A P S  with its generation related ancillary services. 

Inasmuch as the charges for such ancillary services currently included in ApS's OA?T 

are based on the fossil generation units to be transferred from APS to PWE, the costs 

associated with providing these ancillary services will be unchanged when the units are 

transferred. Upon the transfer of the assets, PWE will sell generation-related ancillary 

services to PWCC at rates identical to those in APS's OATT, and under a separate 

agreement, PWCC in turn will provide APS with its generation-related ancillary services 

at exactly the same charges. Under this arrangement APS is ensured of obtaining all its 

generation-related ancillary services, and will merely pass through to customers 

subscribing to such services the costs APS incurs for these services at exactly the same 

rates currently in APS's OATT. Indeed, by PWE becoming a separate entity with the 

above-mentioned safeguards, competition in the generation market should expand, and all 

customers should benefit. 

. C. The Effect on Regulation 

The Commission requires Applicants under Section 203 to evaluate the effect of a 

proposed transaction on regulation at both the Federal and state level. The Commission 

is mainly concerned with instances where (1) the transaction will shift regulatory 

authority from the Commission to the SEC or otherwise diminish Commission authority; 

or (2) the affected state commissions will not have authority to act on the proposed 

transaction.'* 

'' 
Staremenr, Order No. 592, FFiRC Stats. & Regs. & 30.1 10 (1996). at 30,124-25. 

See Inquiry Concerning the Commission's Merger Policy Under the Federal Power Act: Policy 
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Pursuant to Sections 9(a)(2) and 10 of the Public Utility Holding Company Act of 1935 

(the “Act”), Pinnacle West Capital Corporation, an Arizona corporation (“PNW”), hereby 

requests approval fiom the Securities and Exchange Commission (the “Commission”) to 

establish a new public-utility company subsidiary in connection with the proposed corporate 

reorganization (the “Reorganization”) involving the relocation of certain generation assets fiom 

Arizona Public Service Company (“APS”), PNW’s existing public-utility company subsidiary, to 

Pinnacle West Energy Corporation (“PWE”), another wholly-owned subsidiary of PNW. As a 

result of this Reorganization, PWE will become an “electric utility company” and a “public- 

utility company” within the meaning of the Act, and, therefore, PNW will acquire an additional 

public-utility subsidiary. mowever, PWF, will not become a public service corporation under 

Arizona state law.) PNW will continue to meet the requirements for an intrastate exemption 

under Section 3(a)(l) of the Act and will continue to file annual exemption statements on Form 

U:3A-2 pursuant to Rule 2 of the Commission’s regulations. 

The purpose of the Reorganization is to comply with certain requirements set forth in 

rules adopted by the Arizona Corporation Commission C‘ACC”) that provide the framework for 

introduction of retail electric competition in Asizona (the “Competition Rules”), and in a final 

ACC order approving the APS’ settlement with various parties with respect to implementation of 

the Competition Rules (the “Settlement”). Pursuant to the Competition Rules and the 

Settlement, APS must separate its generating assets and competitive services from its 

transmission and distribution functions no later than December 31,2002. PNW seeks 

Commission approval now, however, because APS intends to move a substantial portion of its 

generating assets to PWE on or before January 1,2001. There may be some delays in moving 

particular assets from A P S  to PWE, pending receipt by APS of certain consents or waivers from 

third parties with respect to such assets, but most of the non-nuclear generating assets are to be 

moved to PWE on or before January 1,2001. 
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ITEM 1 DESCRIPTION OF PROPOSED TRANSACTION 

A. Description of the Parties 

1. Pinnacle West Capital Corporation: PNW was incorporated in 1985 

under the laws of the State of Arizona. Through its subsidiaries, PNW is engaged in the 

generation, transmission, and distribution of electricity and the sale of energy services. Also 

through subsidiaries, PNW is involved in real estate development and in venture capital 

investment. On December 3 1, 1999, PNW employed approximately 7,534 people, including the 

employees of its subsidiaries. Of these employees, 6,234 were employees of its existing public- 

utility subsidiary, APS, and employees assigned to joint projects of APS where APS services as a 

project manager. PNW’s principal executive offices are located at 400 East Van Buren, Phoenix 

Arizona 85004. PNW is currently a public-utility holding company exempt from the provisions 

of the Act, except Section 9(a)(2), by reason of its filing of annual exemption statements on Form 

U-3A-2 pursuant to Rule 2 of the Commission’s regulations. 17 C.F.R. $ 250.2(a). PNW’s I 
0 

direct, wholly-owned subsidiaries are described below and a copy of PNW’s most recent Form 

U-3A-2 is attached as Exhibit G-1. 

2. Arizona Public Service Company: APS is a public-utility company 

incorporated in 1920 under the laws of the State of Arizona. APS is a wholly-owned subsidiary 

of PNW. U S ’  principal executive offices are located at 400 North Fifth Street, Phoenix Arizona 

85004. APS provides retail electric services principally in the State of Arizona and is actively 

engaged in the competitive wholesale electric markets. APS is subject to regulation by the ACC 

with respect to retail rates, accounting, service standards, service territory, issuances of securities, 

siting, of generation and transmission projects and various other matters. 

APS is also subject to the jurisdiction of the Federal Energy Regulatory Commission 

(“FERC”) under Parts I, II, and I11 of the Federal Power Act for cei-tain phases of its business, 



including regulation of its rates relating to wholesale sales of energy and interstate transmission, 

licensing its hydroelectric stations, accounting, and certain other matters. APS’ current business 

structure consists of three primary business units: generation; power marketing; and 

transmissioiddistribution. The following briefly describes these business units. 

a. Generation -- APS currently owns or leases generating facilities with a 

total accredited capacity of approximately 4,000 megawatts. The fuel mix of APS’ generation 

capacity is 41.8% coal; 3 1.5% gas or oil; 26.5% nuclear; and less than 1% other. APS’ sources 

of energy during 1999 were approximately 56.8% from its own generation resources and 

approximately 43.2% from purchased power. The Reorganization involves the relocation of a 

substantial portion of APS’ generating faciiities and related facilities, as well as the transfer of 

certain of the employees of APS’ generation business unit. The generating assets being moved to 

PWE on or before January 1,2001 are briefly described below.’ Also, attached, as Exhibit E-1, 

is a map showing the location of each of APS’ generation facilities. I 

In addition to the generating facilities to be moved by January 1,2001, APS also owns or leases an interest I 

in the Palo Verde Nuclear Generating Station (IPVNGS), a three-unit nuclear generating facility located in 
Wintersburg, Arizona approximately 55 miles west of Phoenix, Arizona. The total accredited capacity of PVNGS is 
3,733 megawatts, of which APS owns or leases 29.1%, or approximately 1,086 megawatts. APS is also the operator 
of the facility. There are six other co-owners of PVNGS, which collectively o m  or lease the remaining 70.9%. 
Ownership is in the form of a co-tenancy, and the co-owners are not affiliates of one another. APS operates PVNGS 
pursuant to an agreement in which each owner pays its proportionate share of the cost of operating the facility. 
While the Reorganization involving APS’ non-nuclear generating facilities is contemplated to occur on or before 
January 1, 2001, APS does not plan to move its interest in PVNGS to PWE until 2002. The delay in moving the 
nuclear assets is to ensure additional time to adequately address complicated contractual arraiqements, such as sale 
and leaseback provisions between APS and certain owner trusts to which APS has sold and leased back a portion of 
its interest in PVNGS Unit 2 and the PVNGS common facilities. There are also certain financial and economic 
considerations that must be resolved before the nuclear assets can be moved to PWE. 



Four Comers Power Plant (“Four Comers”): 

Foiu Comers is a five-unit coal fired power plant located near Farmington, New Mexico 

on the Navajo Reservation. The property underlyng the plant is held under easements granted by 

the federal government and under leases from the Navajo Nation. Units 1 ,2  and 3 have an 

accredited capacity of 560 megawatts. These units are 100% owned and operated by APS. Units 

4 and 5 have an accredited capacity of 1,480 megawatts; A P S  owns 15% of units 4 and 5 ,  or 222 

megawatts. The remaining interests in units 4 and 5 are co-owned by five other entities. 

Ownership of units 4 and 5 is through a co-tenancy arrangement, and the co-owners are not 

affiliates of one another. APS operates Four Comers units 4 and 5 pursuant to an agreement in 

z, 1 

which each owner pays its proportionate share of the operating cost. 

Cholla Power Plant (“Cholla”): 

Cholla is a four-unit coal-fired power plant located in Navajo County approximately 200 

miles northeast of Phoenix, Arizona. Units 1,2 and 3 have an accredited capacity of 615 0 
megawatts. These units are 100% owned and operated by APS. Unit 4 has an accredited 

capacity of 380 megawatts; unit 4 is 100% owned by another unaffiliated entity. APS is also the 

operator for this unit. 

Navaio Power Plant (“Navaio”): 

Navajo is a three-unit coal-fired plant located south of Page, Arizona. The total accredited 

capacity for the plant is 2,250 megawatts. APS owns 14%, or 3 15 megawatts of this plant. The 

remaining interests in the plant are co-owned by five other entities which are not affiliated with 

APS. APS does not operate Navajo, 



S a.maro Power Plant r‘S aguaro ”) : 

Saguaro is a four-unit power plant consisting of two gadoil-fired steam units and two 

gadoil-fired combustion turbine units and is located 30 miles north of Tucson, Arizona. The total 

accredited capacity for the plant is 319 megawatts. Steam units 1 and 2 have a combined 

capacity of 209 megawatts, and the two combustion turbines have a combined capacity of 1 10 

megawatts. This plant is 100% owned and operated by APS. 

Ocotillo Power Plant (“Ocotillo”): 

Ocotillo is a six-unit multi-fueled generating plant located in Tempe, Arizona. Two units 

>&. 
h” 

are gadoil-fired steam units; two units are gadoil-fired combustion turbines; and two units are 

solar. The total accredited capacity for steam units 1 and 2 is 226 megawatts; for combustion 

turbine units 1 and 2, the accredited capacity is 110 megawatts; and for solar units 1 and 2, the 

accredited capacity is 172 kilowatts. This plant is 100% owned and operated by APS. 

Yucca Power Plant (“Yucca”): 

Yucca is a five-unit gadoil combustion turbine plant located near Yuma, Arizona. The 

accredited capacity of units 1,2, 3 and 4 is 147 megawatts. These units are 100% owned and 

operated by APS. Unit 5 and a separate steam unit are owned by a separate, unaffiliated entity but 

operated by APS. 



West Phoenix Power Plant (‘‘West Phoenix”): 

West Phoenix is a six-unit gasfoil-fired steam, combustion turbine, and combined cycle 

generation plant located in Phoenix, Arizona. Combustion turbine units 1 and 2 have an 

accredited capacity of 110 megawatts; combined cycle units 1 , 2 and 3 have an accredited 

capacity of 255 megawatts; and steam units 4, 5 and 6 have an accredited capacity of 108.3 

megawatts. APS owns or leases and operates 100% of West Phoenix and is entitled to 100% of 

the output.’ 

DounlasRairview Power Plant: 

DouglasEairview is a single combustion turbine unit with a capacity rating of 16 

megawatts located near Douglas, Arizona. Douglas/Fairview is 100% owned and operated by 

MS. 

Solar Power Plants 

APS also owns a number of solar units that will be moved to PWE as part of the 

Reorganization. These solar units are located around the state (primarily in the Phoenix 

metropolitan area) and have a total combined capacity rating of 1 megawatt. 

b. Power Marketing -- APS’ Power Marketing and Trading division 

(“Power Marketing”) primarily engages in the sale and purchase of electric capacity and energy 

in the wholesale market. Power Marketing sells excess power from APS’ generation facilities 

and also purchases energy from other entities to meet APS’ requirements to supply retail and 

wholesale customers. Power Marketing also engages in hedging transactions in forward markets 

for electricity and fuel and in the purchase and sale of emission allowances as part of APS’ effort 

to manage risks associated with its generation and distribution activities. The ACC Competition 
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Marketing division to an affiliate. Thus, on or before January 1,2001, Power Marketing will 

become a division of PNW.’ 

c. Transrnissiorr/Distribiition -- MS. owns and operates approximately 

5,296 miles of transmission lines, of which all but 140 miles are located within the State of 

Arizona. APS’ transmission was built primarily to bring generation from its power plants to its 

retail electric loads in Arizona. Ownership and operation of APS’ transmission facilities is 

subject to regulation by FERC. Transmission rates are prescribed by FERC and the use of and 

access to the transmission system is subject to FERC’s open access requirements set forth in 

FERC Order No. 888. As of December 3 1 , 1999, APS’ distribution system served approximately 

827,000 electric retail customers in its service territory within the State of Arizona. APS 

provides distribution services in 11 of Arizona’s 15 counties, including the metropolitan Phoenix 

- 
’3 

. area. Pursuant to the Settlement approved by the ACC in 1999, which is more fully discussed 
e 

below, retail rates have been set until JuIy 1,2004, subject to conditions or circumstances which 

constitute an emergency. APS’ transmission and distribution business will remain with APS 

Reorganization. 

*q 

APS currently leases its interest in combined cycle units 1,2, and 3. Because the lease does not expire until 

P N W  itself will not become an electric utility company when ths  occurs. The Commission and Staff 

.? 

June 14,200 1, APS may not move its interest in those units to PWE until ntid-200 1. 

have both recognized, on numerous occasions, that marketing activities are not utility activities under the 
Act. See, e.&, UNITIL, Holding Company Act Release No. 26650 (Jan. 21,1997); SEI Holdin~s, Inc., 
Holding Company Act Release No. 26581 (Sept. 26,1996); Sunoco Power Marketing, L.L.C., SEC 
No-Action Letter, 1997 SEC No-Act. LEXIS 785 (July 24,1997); Enron Capital & Trade Resources Corp., 
SEC No-Action Letter, 1997 SEC No-Act. LEXIS 287 (Feb. 13,1997); Eastex Power Marketing, Inc., SEC 
No-Action Letter, 1996 SEC No-Act. LEXIS 536 (Apr. 30,1996); LG&E Power Marketing, Inc., SEC 
No-Action Letter, 1996 SEC No-Act. LEXIS 510 (Apr. 26,1996); Coral Power, L.L.C., SEC No-Action 
Letter, 1996 SEC No-Act. LEXIS 314 (Feb. 22,1996); AIG Trading Corp., SEC No-Action Letter, 1995 SEC 
No-Act. LEXIS 195 (Jan. 20,1995); Inter-Coast Power Marketing Co., SEC No-Action Letter, 1994 SEC 
No-Act. LEXIS 886 (Dec. 6,1994); Electric Clearinehouse, Inc., SEC No-Action Letter, 1994; SEC No-Act. 
LEXIS 452 (Apr. 13,1994); CRSS Power Marketing, Inc., SEC No-Action Letter, 1994 SEC No-Act. LEXIS 

1 
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3. Pinnacle West Energy Corporation: PWE was incorporated in Arizona on 

September 27, 1999 under the laws of the State of Arizona. PWE is a wholly-owned subsidiary 

of PNW. PWE was organized primarily to engage in the business of developing, owning, and 

operating generation plants used for the production and sale of wholesale energy. Currently, 

PWE is engaged in the development of approximately 2,600 megawatts of generating capacity in 

the State of Arizona and operations in other states are contemplated, too; however, PWE is not 

currently an electric utility company or a public-utility company within the meaning of the Act. 

Upon consummation of the Reorganization described herein and the subsequent relocation of 

APS’ nuclear generating facilities, PWE will own or lease the generation facilities currently 

owned or leased by APS and will assume APS’ responsibilities as operator of the facilities 

described above, with the exception of the Navajo Generating Station, which will continue to be 

operated by another, unaffiliated entity.4 PWE’s principal place of business is 400 North Fifth 

Street, Phoenix, Arizona 85004. 

4. APS Energy Services Company, Inc. (‘IAPSES”): APSES is an Arizona 

corporation formed in 1998. APSES is a wholly-owned subsidiary ofPNW. APSES was 

organized as a retail power marketer to provide retail energy and related retail energy services to 

customers throughout Arizona, California, and other states that have instituted retail direct 

access. APSES does not own or control electric power generation, transmission, or distribution 

facilitie~.~ APSES’ principal place of business is 400 East Van Biiren Street, Phoenix, Arizona. 

Q 

4 In the future. PWE may also acquire or develop other generating assets. To the extent necessary for PNW 
to nmintain its intrastate exemption. PWE may establish exempt wholesale generator (“EWG”) subsidiaries to own 
and/or operate future assets that may be lopted out of state. 

APSES IS not an “electric utility company” or a “public-utility company” as those terms are defined in the 5 

Act. See, e.e.. Enron, SEC No-Action Letter (1997). 
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5. SunCor Development Company (“SunCor”): SunCor was incorporated in 

1965 under the laws of the State of Arizona. SunCor is a wholly-owned subsidiary of PNW. 

SunCor is engaged in commercial and residential real estate development. SunCor is not 

engaged in the generating, transmitting, distributing or selling of electric energy and will not be 

affected by the Reorganization. SunCor’s principal place of business is 3838 North Central, 

Suite 1500, Phoenix, Arizona 85012 

6. El Dorado Investment Company (“El Dorado”): El Dorado was 

incorporated in 1983 under the laws of the State of Arizona. El Dorado is an investment 

company and wholly-owned subsidiary of PNW. El Dorado is not engaged in the business of 

generating, transmitting, distributing, or selling of electric energy and will not be affected by the 

Reorganization. El Dorado’s principal place of business is 400 East Van Buren Street, Suite 800, 

Phoenix, Arizona 85004 

B. Regulatory Background 

The Reorganization is being undertaken in accordance with the Competition Rules and 

Settlement. Specifically, in Arizona, the ACC has adopted the Competition Rules to expedite the 

transition to retail electric competition. Among other things, the Competition Rules required that 

APS separate its generation assets and competitive business activities from its transmission and 
. 

distribution functions. In 1999, the ACC approved the Settlement between APS and several 

. customer groups and consumer advocates resolving retail electric competi tion-related issues and 

approving unbundled tariffs.‘ Under the terms of the Competition Rules and the Settlement, 

retail choice for APS’ retail customers is being phased-in. All of APS’ retail customers will be 

entitled to choose their retail power supplier beginning January 1,2001 .’ The retail rates of 

customers that continue to take fully bundled service from APS and do not choose an alternative 

The ACC order approving the Settlement is attached as Exhibit D-4. 
See Exhibit D-4. 
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supplier will be subject to planned rate reductions that will continue until July, 2004.’ Under the 

Settlement, APS is entitled to apply for a change in the agreed upon rate reductions only in the 

event of an emergency or a material change in its cost of service as a result of specified 

extraordinary events. The Settlement also requires APS to complete separation of its generation 

assets by December 3 1, 200Z9 

C. The Reorganization 

PNW and APS propose to undertake the Reorganization pursuant to the arrangements 

described in the Term Sheet, attached as Exhibit B-1 hereto. 

The principal transactions associated with the Reorganization are described below. As 

previously mentioned, APS and PWE are both currently direct, wholly-owned subsidiaries of 

PNW. APS and PWE will be the only two “public-utility company” (as defined in the Act) 

subsidiaries of PNW upon the completion of the Reorganization. It is contemplated that the 

following transactions will occur on or before January 1 , 2001 : First, APS will contribute the 0 
bulk of its fossil and solar generating facilities, assets and related operational agreements to one 

or more of these newly-formed subsidiaries (hereafter “Transitory Subsidiaries”) which will be 

wholly-owned by APS. This transaction is intended to qualify as a tax-deferred reorganization 

under Internal Revenue Code (“IRC”) Section 36S(a)( l)(D). Second, APS will distribute or 

cause to be distributed all of the stock of each Transitory Subsidiary to PNW in a traiisaction 

intended to qualify as a tax-deferred spin-off under IRC Section 355. Third, under state law, the 

Transitory Subsidiaries will then be merged into PWE (with PWE as the surviving entity) in a 

transaction intended to qua1iQ as a tax-deferred statutory merger under IRC Section 

368(a)( 1 )(A). It is contemplated that the three aforementioned transactions will occur 

simultaneously. 

See Exhibit D-4. 
- See Exhibit D-4. 
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a When the Reorganization is complete, APS’ existing divisional structure in which its 

electric utility operations are divided along fimctional lines will be formalized, and separate 

corporate entities will engage in the transmissioddistribution of electricity and the generation of 

. electricity. APS will become a “wires” company and continue to own and operate its existing 

electric transmissioddistribution system, and PWE will become a “generating” company and will 

own or lease and operate APS’ existing generation assets and sell the output from these assets at 

wholesale to Power Marketing. Power Marketing, in turn, is expected then to sell power to APS 

and other non-affiliated power purchasers. APS will continue to provide transmission and 

distribution services at regulated rates, as well as provide energy to those retail customers in 

. *  :3,* 

APS’ existing service temtory that do not elect to use an alternate retail power supplier. A 

diagram of PNW’s corporate structure, after the Reorganization is complete and the nuclear 

generating facilities have been moved to PWE, is shown on Appendix B to Exhibit D-1 attached 

hereto. 1 



obtained." The approval of APS' Board of Directors is expected to be obtained in November 

2000. 

D. 

The principal purpose of the Reorganization and the subsequent relocation of APS' 

Purpose and Anticipated Effects of the Reorganization 

nuclear generating facilities to PWE is to assure compliance with the provisions of the 

Competition Rules and the Settlement and provide PNW with increased financial, managerial, 

and organizational flexibility which will enable APS and PWE to effectively compete in a 

restructured utility industry. After extensive investigation and analysis, PNW has determined 
?4 

that the proposed Reorganization offers the best means of positioning the PNW system for fkture 

changes and opportunities and will enable PNW to take advantage of emerging business 

opportunities and manage risks to the benefit of both shareholders and customers. The 

Reorganization is the first step in a clear functional and corporate separation between PNW's 

competitive generation business, and its distribution and transmission business, enabling each 

company to focus its resources on more clearly defined product markets and services. The intent 

of the Reorganization and subsequent relocation of APS' nuclear generating facilities is to create 

a financially sound and responsive utility system which can provide utility services effectively 

and efficiently. Additionally, the corporate division along functional lines will provide a better 

structure for regulators to assure that there is no cross-subsidization of costs or transfer of 

business risk from the competitive generation business to the fiilly-regulated 

transmissioddistribution business. Moreover, this type of corporate division of utility 

operations along fiinctional lines is becoming a highly-desirable form of conducting both a 

regulated transmissiorddistribution business and a competitive generation business. 

I I  AS a wholly-owned subsidiary of PNW, APS' only shareholder is PNW. 
12 



The Reorganization will have no adverse effect on APS' existing electric utility 

operations. The Reorganization will not cause substantive changes in PNW's ultimate interest in 

existing utility businesses and will not involve the transfer or acquisition of any additional utility 

assets beyond those currently held by APS or those which may be developed or acquired by PWE 

in the future. The managers and employees in PNW's existing utility operations will continue to 

perform their existing functions -- either as employees of APS, the transmissioddistribution 

company, or as employees of PWE, the generating company. Thus, even though day-to-day , 

utility operations would not be affected, the benefits discussed above will accrue to PNW and its 

customers and shareholders as a result of the Reorganization and the subsequent relocation of 

APS' nuclear generating facilities to PWE. 

E. Additional Information 

No associate company or affiliate of PNW or APS, or any affiliate of any associate 

company of PNW or APS, has any direct or indirect material interest in the proposed 

Reorganization except as stated herein. 

ITEM 2 FEES, COMMISSIONS AND EXPENSES 

The fees, commission and expenses to be paid or incurred by PNW and APS in 

connection with the Reorganization are estimated as follows: 

Auditors' Fee * 
Legal Fees * 
Miscellaneous * 

Total * 

..................................................................................................................... 
.......................................................................................................................... 

..................................................................................................................... 
....................................................................................................................... 



ITEM 3 APPLICABLE STATUTORY PROVISIONS 

Sections 9(a)(2) and 10 of the Act are applicable to the proposed Reorganization. As a 

result of the proposed Reorganization, PNW will have two wholly-owned, public-utility 

company subsidiaries, U S  and PWE. Section 9(a)(2) of the Act requires Commission approval 

before a person may acquire more than 5% of the outstanding voting securities of more than one 

“public-utility company.” The standards for approval of a transaction under Section 9(a)(2) of 

the Act are set forth in Section 10 of the Act. The relevant standards under Section 10 are set 

forth in Section 10(b), 1O(c) and IO(f). 

For the reasons explained below, the Commission should approve the Reorganization 

pursuant to Section 9(a)(2) of the Act because it complies with the applicable standards of 

Section 10. PNW respectfully requests that the Commission issue an order approving the 

0 Reorganization by December 1,2000, so that PNW has sufficient time to complete the 

Reorganization on or before January 1 , 2001 .I2 PNW anticipates moving most of the assets and 

personnel on or before January 1,2001 , 1 3  in order to facilitate calendar year record keeping, and 

believes that the time between the requested approval date of December 1, 2000, and the 

contemplated Reorganization is necessary to allow the transfer of personnel and to implement 

other aspects of the Reorganization. 

A. Approval of the Reorganization under Section 9(a)(2). 

Section 9(a)(2) makes it unlawfi-11, without approval of the Commission under Section 10, 

“for any person . . . to acquire, directly or indirectly, any security of any public-utility company, if 

such person is an affiliate . . . of such company and of any other public utility or holding 

‘ I  In the event the Comrmssion does not issue its order by December 1. 2000, PWE intends to file an 
application uith FERC for EWG status and limit its activities exclusively to the ownership and opeiation of eligible 
facilities and sale of power at  wholesale in order to maintain EWG status until the Comnzlssion issues an order 
approving the Reorganization. 

* 



. company, or will by virtue of such acquisition become such an affiliate.” By virtue of the 

proposed Reorganization, PNW will own more than 5% of the outstanding voting securities of 

two “public-utility coinpanies” (APS and PWE) thus becoming an affiliate of both of these 

public-utility companies. Under Section 2(a)(5) of the Act, a “public-utility company” is an 

“electric utility company” or a “gas utility company.” Under Sections 2(a)(3) and 2(a)(4) of the 

Act, an “electric utility company” is defined as “any company which owns or operates facilities 

used for the generation, transmission, or distribution of electric energy for sale . . . .” Upon 

completion of the Reorganization, PWE will own and operate certain of APS’ existing facilities 

for the generation of electric energy for sale, and APS will continue to own and operate its 

existing facilities for the transmission and distribution of electric energy for sale, as well as its 

nuclear generating facilities. Therefore, both PWE and APS will be public-utility companies 

within the meaning of the Act. 

1. Section 10(b) 

Section 10(b) provides that the Commission shall approve an acquisition pursuant to 

Section 9(a)(2) unless the Commission finds that: 

(1) such acquisition will tend towards interlocking relations or the concentration of 
control of public-utility companies, of a kind or to an extent detrimental to the 
public interest or the interest of investors, or consumers; 

in case of the acquisition of securities or utility assets, the consideration, including 
all fees, commissions, and other remuneration, to whoinsoever paid, to be given, 
directly or indirectly, in connection with such acquisition is not reasonable or does 
not bear a fair relation to the sums invested in or the earning capacity of the utility 

(2) 

As noted above. ceitain generating assets. such as PVNGS and combined cycle units 1. 2. and 3 at West 
W E  ar a later date. 15 



assets to be acquired or the utility assets underlying the securities to be acquired; 
or 

(3) such acquisition will unduly complicate the capital structure of the holding- 
company system of the applicant or will be detrimental to the public interest or the 
interest of investors or consumers or the proper functioning of such holding- 
company system. 

PNW respectfully submits that no adverse findings should be made under any of these 

provisions. 

a. “Detrimental Interlocking Relations” or “Concentration of 
Control” -- Section 10(b)(l) 

Consistent with Section 1 O(b)( I )  of the Act, PNW submits that the Reorganization will 

not tend towards interlocking relations or the concentration of control of public-utility 

companies, of a kind or to an extent detrimental to the public interest or the interest of investors 

or customers. The Reorganization involves the first step in the ultimate segregation of APS’ 

existing utility assets and operations along functional lines into a generation company (PWE) and 

a transmission and distribution company (APS). 

While there may be certain common directors and officers of PNW and the public-utility 

subsidiaries, these relations normally exist in public-utility holding company systems among 

affiliated and associated companies and should not be considered detrimental to the public 

interest or the interest of investors or consumers. See Central Maine Power Company, et al., 

Holding Co. Act Release No. 26903 ( A L I ~ .  7, 1998); CTPSCO. Inc., Holding Co. Act Release No. 

25 152,47 SEC Docket 174 (Sept. 18, 1990). 

Similarly, the Reorganization should not, within the meaning of Section 10(b)( I), be 

deemed to tend towards any “concentration of control of public-utility companies” that might be 

detrimental to the public interest, consumers or investors. The Reorganization will not involve 
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controlled by PNW or its existing public-utility subsidiary, APS, or being developed by PWE, 

and “will therefore have no effect on the concentration of control of public-utility companies.” 

Central Maine Power Company. et al., Holding Co. Act Release No. 26903 (Aug. 7, 1998); 

accord BEC Enerw, et al., Holding Co. Act Release No. 26874 (May 15,1998); Enerw East 

Cow., Holding Co. Act Release No. 26834 (March 4, 1998); Wisconsin Energy Corn., Holding 

Co. Act Release No. 24267 (Dec. 18, 1996). 

b. Fairness of Consideration and Fees - Section 10(b)(2) 

Section lo@)@) of the Act requires the Commission to determine whether the 

consideration paid in connection with a proposed acquisition of securities is reasonable and bears 

a fair relation to the investment in and earning capacity of the utility assets underlying the 

securities being acquired. 

0 The generating assets will be recorded on the books of PWE at net book value. In 
t 

addition, PWE will assume certain outstanding debt associated with the generating assets being 

moved. The valuation of PNW’s investment in the securities of PWE and APS will be adjusted 

accordingly to reflect the movement of these assets and the associated debt to PWE. l4 

’,,.! 

Specifically, PWE will assume APS‘ rights and obligations with respect to approximately !j 180 million in 
pollution control bonds issued by Navajo County, Arizona, Pollution Control Corporation and Coconino County, 
Arizona, Pollution Control Corporation. These two series of bonds were issued by the respective pollution control 
corporations under two separate Indentures of Trust dated as of August 1, 1993 between the issuer and an 
independent trustee. In each case, the issuer loaned the proceeds of the bonds to APS under a Loan Agreement dated 
as of August 1, 1993, and APS is responsible to repay the loan by making payments on the bonds when due. APS’ 
obligations are secured by First Mortgage Bonds issued by APS and delivered to the Trustee for the pollution control 
bonds. At the time generating assets are moved to PWE. APS will assign its rights and obligations under the Loan 
Agreements to PWE, and PWE \vi11 assume such obligations. APS will remain primarily liable for such obligations 
and the First Mortgage Bonds will remain outstanding. 

PWE will also assume APS‘ obligations under another approximately $60 million of pollution control bond 
debt. releasing APS from such obligations. No bondholder consent is required in connection with PWE’s 
assumption of this debt. However, APS must give advance notice to the bondholders and any bondholder who does 
not wish to continue to hold the bonds may tender its bonds for purchase. In addition, if the issuance of a new letter 
of credit in substitution for the existing letter of credit supporting the bonds causes the ratings on the bonds to be 
lower than the existing rating, the bonds will be subject to a mandatory tender 011 the substitution date, and all the 
bonds will be subject to mandatory repurchase and renlarketing on that date. 

11 
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Since the Reorganization involves an entirely intra-company movement of existing assets 

from one wholly-owned subsidiary to another and not the acquisition of new assets or securities, 

PNW believes that the valuation established for purposes of this asset transition is reasonable and 

bears a fair relationship to the sums invested in the assets. PNW, as the sole owner of both APS 

and PWE, can expect to earn a fair return on its investment in APS and its investment in PWE. 

An estimate of the fees and expenses to be paid in connection with the Reorganization is 

stated in Item 2 above. Such fees and expenses will be reasonable and customary for a 

transaction of this kind and will not be material when measured against PNW’s consolidated 

book value or the earning capacity of its assets. See. e.&, E1ier.w East Corn., Holding Co. Act 

Release No. 27128 (Feb. 2,2000). 

18 



c. Complication of Capital Structure -- Section 10(b)(3) 

Section 10(b)(3) of the Act requires the Commission to determine whether the transaction 

will uiiduiy complicate the capital structure of the PNW system, be detrimental to the public 

interest, the interest of the investors or consumers, or the proper functioning of the holding- 

company system. No such effect will result from the Reorganization. 

The Reorganization will not involve the creation of any ownership interests other than 

those necessary to maintain the basic corporate relationships of the reorganized holding-company 

system. Pursuant to the Reorganization, PNW will continue to be the only issuer of publicly 

owned equity securities in the system. PNW will continue to own all of the outstanding common 

stock of PWE, APS, and PNW’s existing non-utility subsidiaries; there will be no minority 

equity interest in any of PNW’s public-utility subsidiaries. As noted above, certain pollution 

control bonds issued by APS will be assumed by PWE, but this will in no way complicate the 

capital structure of PNW, APS, or PWE. This type of capital structure is typical o fa  

contemporary holding company system and is within the traditional standards of the Act. 

, 

Moreover, the Reorganization is a significant step toward the ultimate goal of creating 

separate entities to perform PNW’s transmission/distribution business and its generation business 

in compliance with the ACC’s Competition Rules and the Settlement. Consequently, because the 

Reorganization does not complicate the capital structure of PNW, APS, or PWE, the standards of 

Section 1 O(b)(3) of the Act are satisfied. 

2. Section 1O(c) 

The relevant provisions of Section 1O(c) of the Act state that the Commission shall not 

approve: 

( I )  an acquisition of securities or utility assets, or of any other interest, which is 
unlawful under the provisions of Section 8 or is detrimental to the carrying out of 
the provisions of Section 11; or 
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(2) the acquisition of securities or utility assets of a public-utility or holding company 
unless the Cornmission finds that such acquisition will serve the public interest by 
tending towards the economical and the efficient development of an integrated 
public-utility system . . . . 

APS and PNW respectfully submit that no adverse determination should be made under either of 

these provisions. 

a. Significant Benefits -- Section lO(c)(l) 

Section 1 O(c)( 1) prohibits an acquisition of securities which is “unlawful under the 

provisions of Section 8” or “detrimental to the carrying out of the provisions of Section 11 .” By 

their express terms, Sections 8 and 11 apply only to registered holding companies and do not 

apply to exempt holding companies. After the Reorganization, PNW will continue to be exempt 

fiom all provisions of the Act, except Section 9(a)(2), pursuant to Section 3(a)(l) of the Act since 

PNW and its utility subsidiaries, APS and PWE, will each be predominantly intrastate in 

character, carry on their businesses substantially in Arizona, and be organized in Arizona. 0 
Accordingly, Section 8 of the Act is inapplicable to the Reorganization. 

For the purposes of the Commission’s review of the proposed reorganization of a holding 

company, the relevant provision of Section 11 is Section 1 l(b)(2), which requires the 

Commission to find that “the corporate structure . . . of any company in the holding-company 

system does not unduly or unnecessarily complicate the stnicture . . . of such holding-company 

system.” In that connection, the Commission has construed this requirement, “to mean that the 

structural change must result in significant benefits to the holding-company system.” CIPSCO 

3: 

- hc., Holding Co. Act Release No. 25152,47 SEC Docket at 178 (Sept. 18, 1990); accord Central 

Maine Power Company, et al., Holding Co. Act Release No. 26903 ( A L I ~ .  7, 1998); BEC Energy, 

Gal., Holding Co. Act Release No. 26874 (May 15, 1998); Energy East Cow., Holding Co. Act 

Release No. 26834 (March 4, 1998). 
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As discussed above in Section D of item 1, the corporate structure resulting from the 

Reorganization will yield significant benefits. Most importantly, the Reorganization and 

subsequent move of APS’ nuclear generating facilities to PWE will enable APS to implement the 

requirements of ACC Competition Rules and Settlement. In addition, segregation of the separate 



utility hnctions into separate corporations dedicated solely to those functions will: ( 1 )  enable 

the executives, officers, and managers of AF'S and PWE to concentrate on the delivery of cost 

efficient and effective utility services responsive to the needs of customers; (2) allow PNW's 

subsidiaries and affiliates to be more competitive in their businesses; (3) segregate the financial 

and legal risks associated with those businesses; (4) ensure that there is no cross-subsidization of 

costs or business risk; and (5) aid the investment community in analyzing and valuing individual 

lines of business. In cases involving corporate reorganizations or the formation of holding 

companies, the Commission has held that the existence of these kinds of potential benefits 

satisfies the statutory standard of Section lO(c)(l). See, ex., Central Maine Power Company, 

Holding Co. Act Release No. 26903 (Aug. 7, 1998); Atlanta Gas Light Comuany, Holding Co. 

Act Release No. 26482,61 SEC Docket 1057 (March 5, 1996); SIGCORP, Inc., Holding Co. Act 

Release No. 26431, 60 SEC Docket 90 (Dec. 14, 1995); PP&L Resources, Inc., Holding Co. Act 

Release No. 26248, 58 SEC Docket 2634 (March 10, 1995); CIPSCO Inc., Holding Co. Act 

Release No. 25152,47 SEC Docket 174 (Sept. 18, 1990); Wisconsin E n e r s  Corp., Holding Co. 

Act Release No. 24267 (Dec. 18, 1996). 

b. Economics and Efficiencies of an Integrated System - 
Section 10(c)(2) 

Under Section 1 O(c)(2), the Commission must find that the Reorganization tends towards 

the economical and efficient development of an integrated public utility system. PNW 

respectfully submits that this standard is met in this case. 
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(i) Economics and Efficiencies 

A number of economies and efficiencies will result from the PNW structure. Some of 

these benefits are described in Section D of Item 1 and Section A.2.a of Item 3, above. Overall, 

the Reorganization will permit a more efficient way to take advantage of competitive 

opportunities in the electric utility industry. Separating the competitive generation business from 

the regulated transmission/distribution operations will increase the ability of the system to take 

advantage of market opportunities and enable each entity to focus its resources on more clearly 

defined product markets and services. 

(ii) Integrated Public Utility System 

The electric utility system of PNW is presently “integrated” within the meaning of 

Section 2(a)(29) of the Act and will remain so after the Reorganization. 

The standards that must be met for an electric utility system to be integrated within the 

meaning of Section 2(a)(29) of the Act are: 
f 

( I )  the utility assets are to be physically interconnected or capable of physical 
interconnection and under normal conditions may be economically operated as a 
single interconnected and coordinated system; 

the operations of the system are confined to a single area or region, that is not so 
large as to impair the advantages of localized management, efficient operation, 
and the effectiveness of regulation. 

(2) 

The Reorganization will not affect the physical interconnections associated with PNW’s existing 

utility system. All of APS’ existing interconnections will remain intact after the Reorganization. 

The Reorganization will maintain a continuous, geographically compact system with the same 

physical interconnections as exist today. Similarly, the area of operations of the system will not 

be affected by the Reorganization and will continue to be primarily confined to a single area 

(e.n,, APS’ existing service territory in Arizona) that is not so large as to impair the advantages of 
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continuing localized management, efficient operation. and effective regulation. See CP&L 

Energy, hc., Holding Co. Act Release No. 27188 (June 15,2000); Central Maine Power 

Company. et al., Holding Co. Act Release No. 26903 (Aug. 7, 1998). 

3. Section l O ( f )  

Section 1O(f) provides that “[tlhe Commission shall not approve any acquisition. . . 

under this Section unless it appears to the satisfaction of the Commission that such State laws as 

may apply in respect of such acquisition have been complied with, except where the Commission 

finds that compliance with such State laws would be detrimental to the carrying out of the 

provisions of Section 11 . . . .” 

The Reorganization is conditioned on full compliance with the laws of the Arizona. APS 

is currently and will remain subject to the jurisdiction of the ACC with respect to the provision of 

retail electric service. APS and PNW have received the necessary approval from the ACC to 

proceed with the Reorganization. Copies of this ACC approval is filed as Exhibit D-5 hereto. 
~ 

For the reasons stated above, the proposed Reorganization meets the standards set forth in 

Sections 9(a)(2) and 10. The Reorganization involves the first step in the segregation of APS’ 

existing utility assets and operations along functional lines into a wires company and a generation 

company. The Reorganization will not unduly complicate the capital structure of the PNW 

system; nor will the Reorganization be detrimental to the public interest, the interests of investors 

or consumers, or the proper functioning of this system. Also, the Reorganization will yield 

”-3 .-. 

significant benefits by allowing PNW’s public-utility subsidiaries to more effectively compete in 

the electric utility industry. Therefore, the Commission should by order approve the 



B. a Reorganization. 
PNW Will Continue to Claim a Section 3(a)(I) Exemption After the 

Section 3(a)(l) of the Act makes an exemption from all of the provisions of the Act, 

except for Section 9(a)(2), available to a holding company, if “such holding company, and every 

subsidiary company thereof which is a public-utility company from which such holding company 

derives, directly or indirectly, any material part of its income, are predominately intrastate in 

character and carry on their business substantially in a single State in which such holding 

company and every such subsidiary company thereof are organized.” After the Reorganization is 

complete, PNW and its two public-utility subsidiaries -- APS and PWE -- will be predominantly 

intrastate in character and will cany on their business Substantially in Arizona, the state in which 

they are all organized.” In this regard, PNW will continue to claim an exemption pursuant to 

Section 3(a)(l) of the Act and Rule 2 of the Commission’s regulations, by filing annual 

exemption statements on Form U-3A-2 following the Reorganization. 

ITEM 4 REGULATORY APPROVAL 

The Reorganization will require the approval of the ACC and FERC. APS has received 

an order approving the Reorganization from the ACC, a copy of which is attached hereto as 

Exhibit D-5. APS has also filed an application for approval of the proposed Reorganization with 

the FERC, a copy of which is attached as Exhibit D-1. A copy of the final FERC order pursuant 

thereto will be filed as Exhibit D-2 by amendment hereto. Other than such enumerated approvals 

and the approval of the Commission hereunder, no other approvals of utility regulatory 

authorities are required for the Reorganization and the movement of the non-nuclear generating 

assets to PWE. 

While APS’ existing power marketing division will be moved to PNW. and will continue to perform its power 
marketing activities on a nationwide basis, PNW’s utility operations will still be predominately intrastate in character and 
conducted primarily in Arizona. As noted above, the Commission Staff has indicated in a series of no-action 
letters that power marketers are not considered “electric utility companies” under Section 2(a)(3) of the Act 
and, therefore, are not ”public-utility companies“ under Section 2(a)(5) of the Act. See, gg., Sunoco Power 
Marketing, L.L.C., SEC No-Action Letter, 1997 SEC No-Act. LEXIS 785 (July 24,1997); Enron Capital & Trade 
Resources Corp., SEC No-Action Letter, 1997 SEC No-Act. LEXIS 287 (Feb. 13,1997). 

.. 
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ITEM 5 PROCEDURE 

PNW respectfully requests that there be no 30-day waiting period between the issuance of 

the Commission's order and the date on which it is to become effective. PNW also requests that 

there be no hearing on this application and that the Commission issue its order as soon as 

practicable after the filing hereof. PNW respectfully requests that the Commission issue and 

publish the requisite notice under Rule 23 with respect to the filing of this application not later 

than October 12,2000, such notice to specify a date not later than November 13,2000, by which 

comments may be entered and a date not later than December 1,2000, as the date after which an 

order of the Commission granting and permitting this application to become effective may be 

' entered by the Commission. A form of Notice is filed herewith as Exhibit H-1. 

Without prejudice to its right to modify the same if a hearing should be ordered on this 

application, PNW hereby makes the following specifications required by paragraph (b) of Item 5 



(1) There should not be a recommended decision by a hearing officer or any other 
responsible officer of the Commission. 

There should not be a 30-day waiting period between issuance of the 
Commission’s order and the date on which the order is to become effective. 

PNW consents to the Division of Investment Management assisting in the 

preparation of the Commission’s decision or order in this matter, unless such 

(2) 

(3) 

Division opposes this application. 

ITEM 6 EXHIBITS AND FINANCIAL STATEMENTS 
*.i ~ ,e- 

It is requested that the Commission send copies of all communications to PNW as 

follows: 

Herbert I. Zinn 
Pinnacle West Capital Corporation 
400 North Fifth Street 
Mail Station 8695 
Phoenix, Arizona 85004 

Mary Ann K. Huntington 
Morgan, Lewis & Bockius LLP 
1800 M Street, N.W. 
Washington, D.C. 20036 



A. Exhibits 

Description of Document Exhibit No. Method of Filing 

A- 1 Restated Articles of Incorporation of PNW. 

A-2 

Incorporated by reference; File 

A-3 Articles of Incorporation of PWE. 

Form of Term Sheet B- 1 

Filed herewith. 

Filed herewith. 

D- I Application of APS, PNW and PWE to FERC 

D-2 

Filed herewith. 

D-3 Retail Electric Competition Rules Incorporated by reference; file 
No. 1-4473, filed as Exhibit 
10.2 to APS’ Sept. 30, 1999 
Form 10-Q Report. 

NO. 1-5962, PNW Form 10-K 

for the year ended December 3 1, 

1999. 

Restated Articles of Incorporation of APS. Incorporated by reference; File 

NO. 1-4473, APS Form 8-K 

(Sept. 23, 1993) 

for Authorization to Transfer Jurisdictional 

Facilities. 

Order of FERC. To be filed by amendment. 



D-4 

D-5 

D-6 

E-1 

F- 1 

F-2 

G- 1 

H- 1 

Comprehensive Settlement Agreement Related Incorporated by reference; File 

to the Implementation of Retail Electric 

Competition, filed with the Arizona Corporation 

Commission. Form 8-K Report. 

No. 1-4473, filed as Exhibit 

10.1 to APS' May 14, 1999 

ACC Approval of the Settlement Agreement. Incorporated by reference; File 

No. 1-4473, filed as Exhibit 

10.1 to APS' Sept. 1999 IO-Q 

Report. 

Amended Settlement Agreement Filed herewith. 

Map showing location of the generating facilities Filed herewith. 

of APS that are being moved to PWE along with 

their related transmission facilities. 

? 

Signed initial opinion of counsel. To be filed by amendment. 

Past-tense opinion of counsel. To be filed by amendment. 

PNW, Form U-3A-2, "Statement by Holding Incorporated by reference; File 

Company Claiming Exemption under Rule U-2 No. 69-306, dated Feb. 29, 

from the Provisions of the Public Utility Holding 2000. 

Company Act of 1935." 

Form of Notice Filed herewith. 



B. Financial Statements 

Statement Description of Document 

Historical consolidated financial statements of 

FS-2 Historical consolidated financial statements of 

I APs 

I 

Method of Filing 

Incorporated by reference to 

Annual Reports on Form 10-K 

for the years ended 1999, 1998 

and 1997 

Incorporated by reference to 

Annual Reports on Form 10-K 

for the years ended 1999,1998 

and 1997 

Although separate financial statements for PWE have not been included, PWE’s financial I 

infonnation is included in the consolidated financial statements of PNW. 

ITEM 7 INFORMATION AS TO ENVIRONMENTAL EFFECTS 

None of the matters that are the subject of this application and declaration involves a 

“major federal action” nor do any of them “significantly affect the quality of the human 

environment’’ as those terms are used in Section 102(2)(C) of the National Environmental Policy 

Act. The transaction that is the subject of this application will not result in changes in the 

operation of the company that will have an impact on the environment. Neither APS nor PNW 

are aware of any federal agency that has prepared or is preparing an environmental impact 

statement with respect to the transactions that are the subject of this application. 
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Pursuant to the requirements of the Public Utility Holding Company Act of 1935, the 

undersigned company has duly caused this Application to be signed on its behalf by the 

undersigned thereunto duly authorized. 

PINNACLE WEST CAPITAL CORPORATION 

By: 
Ha. 

Date: September lz ,2000 



The transfer will not impair or dirninish the Commission’s jurisdiction in any 

respect. The restructuring plan of APS will not materially affect the ability of the 

Commission or state regulators to assert their regulatory jurisdiction over PWCC and its 

subsidiaries APS and PWE. After the transfer of assets, the Commission will continue to 

have jurisdiction over all of the existing wholesale transactions of APS that are being 

assigned to PWCC and PWE, and PWCC and PWE will be subject to federal regulation 

with respect to all of their wholesale power transactions. APS will continue to be subject 

to FERC oversight pertaining to transmission and wholesale power contracts. APS will 

also continue to be subject to state regulation pertaining to distribution rates and retail 

sales to standard offer customers under bundled rates. PWE will be under state 

regulation where the generation plants are located regarding applicable permitting and 

siting requirements. Finally, PWCC will continue to be an exempt holding company 

under PUHCA; therefore, the transfer will not result in any transfer of jurisdiction from 

the Commission to the SEC. 

D. Public Interest Conclusion 

Given that the proposed restructuring plan will have no adverse effect on 

competition, rates, or regulation, the Commission should find the plan consistent with the 

public interest. 

V. FILING REQUIREMENTS UNDER PART 33 

In accordance with the regulations, 18 C.F.R. 3 33.2, Applicant states as follows: 

A. Exact name and address of the principal business office of 
Applicants are: 

Arizona Public Service Company Pinnacle West Capital Corporation 
400 North Fifth Street 
Phoenix, AZ 85004 

400 North Fifth Street 
Phoenix, AZ 85004 
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B. 

0 
.:-.. 

c. 

Pinnacle West Energy Corporation 
400 North Fifth Street 
Phoenix, AZ 85004 

Names and addresses of the persons authorized on behalf of 
Applicants to receive notices and communications in respect to this 
Application are as follows: 

James M. Levine 
Executive Vice President Generation 
Arizona Public Service Company 
400 North 5th Street 
Mail Station 9046 
Phoenix, Arizona 85004 
Phone: (602) 250-2095 

Joel R Spitzkoff 
Manager of Federal Regulation 
Arizona Public Service Company 
400 North 5th Street 
Mail Station 9905 
Phoenix, Arizona 85004 
Phone: (602) 250-2949 

Designation of the Territories served by 
and states: 

Barbara M. Champion 
Senior Attorney 
Pinnacle West Capital Corporation 
400 North 5th Street 
Mail Station 8695 
Phoenix, Arizona 85004 
Phone: (602) 250-3547 

John D. McGrane 
Mary AM K. Huntington 
Kristina Beard 
Morgan, Lewis & Bockius, LLP 
1800 M Street, N. W 
Washington, D.C. 20036 
Phone: (202) 467-7000 

Applicants, by counties 

APS is an investor-owned utility engaged in the business of generation, 
transmission, distribution and sale of electricity in all or part of eleven of 
Arizona’s fifteen counties. APS serves numerous wholesale customers 
with power, and provides various transmission services to wholesale 
marketers, other utilities, municipalities, Federal power marketing 
agencies, electric cooperatives, electric districts and irrigation districts 
within the State of Arizona. Neither PWE nor PWCC has any service 
tenitones. 

General statement briefly describing the facilities owned or operated 
for transmission of electric eaergy h taterstate comeree or the szle 
of electric energy at wholesale in interstate commerce: 

APS owns and operates generation resources and 4,283 miles of 
transmission facilities in Arizona and 140 miles of transmission facilities 
in New Mexico, and distribution facilities throughout much of Arizona. 

, PWE will not possess transmission facilities other than the transmission 
facilities associated with generation plants that APS proposes to transfer to 
PWE. PWCC will not have any transmission facilities. Both PWCC and 
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E. 

F. 

G. 

PWE wiIl have contracts and agreements with other parties that will be 
jurisdictional. 

This Application seeks authorization of the Commission to transfer: 

As described in Section ILI of this Application, APS seeks to transfer 
certain FERC-jurisdictional facilities and operating agreements to PWE, a 
newly formed affiliate of its parent company, Pinnacle West Capital 
Corporation. The transfer of assets will be at their book value at the time 
of transfer. Their current value at the time of filing is $24,514,216 
Additionally, APS seeks to transfer to PWCC certain wholesale contracts, 
APS's Electric Coordination Tariff with all related service agreements, and 
certain service agreements under its market based tariff. 

A statement of facilities to be disposed of, consolidated, or merged, 
giving a description of their present use and of their proposed use 
after disposition, consolidation or merger. State whether the 
proposed disposition of facilities or plan for consolidation or merger 
includes all the operating facilities of the parties of the transaction: 

Attachment A contains a list of the jurisdictional transmission facilities 
that A P S  is transferring to PWE under this Application. The jurisdictional 
transmission facilities being transferred are step-up transformers and 
associated facilities located at or adjacent to the generation plants that 
APS is also transferring to PWE. As described in Section ID of this 
Application, the transferred facilities will be utilized in the same manner 
as before the transfer. A P S  will continue to operate as a "wires" company 
with transmission and distribution assets. 

Attachment B is a list of the contracts and service agreements that APS 
intends to transfer to PWE and PWCC. APS also seeks permission to 
transfer additional service agreements to PWCC that it may enter into 
between the time of this filing and when the actual transfer of contracts is 
approved. 

A statement (in the form prescribed by the Commission's Uniform 
System of Accounts for Public Utilities and Licensees) of the cost of 
the faciiities invoived in ihe saie, iease, or other disposition or merger 
or consolidation. If original cost is not known, an estimate of original 
cost based, insofar as possible, upon records or data of the Applicant 
or its predecessors must be furnished, together with a full explanation 
of the manner in which such estimate has been made, and a 
description and statement of the present custody of all existing 
pertinent data and records: 

See Attachment C. The AppIicants intend to account for the transfer in 
accordance with Electric Plant Instruction No. 5 and Account 102 of the 



H. 

I. 

J. 

Commission's Uniform System of Accounts. Applicants will file the 
proposed accounting when they notify the Commission that the transfer is 
consummated. 

A statement as to the effect of the proposed transaction upon any 
contract for the purchase, sale or interchange of electric energy: 

The transfer of facilities will not have any effect upon the ability of MS, 
PWCC, or PWE to meet their contractual obligations. The transfer of 
transmission facilities is ancillary to the generating units being transferred 
and will not have any material effect on the existing transmission contracts 
of APS. See Section IV. B. on the discussion of how the APS 
restructuring plan will effect rates. 

A statement as to whether any Application with respect to the 
transaction or any part thereof is required to be filed with any other 
Federal or state regulatory body: 

The following other regulatory approvals have been or will be obtained to 
facilitate the transfer of assets: 

e The approval of the settlement agreement on October 6,1999 by 
the ACC authorized APS to transfer its generating assets to a 
separate affiliate to foster open retail access (see Attachment D). 
AFS intends to inform the ACC at least thirty days before the 
actual transfer of the assets. 

Approval of the transfer of APS's interest in the Palo Verde 
Nuclear Generating Facility by the Nuclear Regulatory 
Commission pursuant to the Atomic Energy Act. 

Further approvals, if necessary,.from the Securities and Exchange 
Commission and the Federal Communications Commission to 
complete the APS restructuring plan. 

I 

e 

e 

The facts relied upon by Applicant to show that the proposed 
disposition, merger, or consolidation of facilities or acquisition of 
securities will be consistent with the public interest: 

See Section TV of the Application. 

A brief statement of franchises held, showing date of expiration if not 
perpetual: 

See Attachment E, List of County and Municipal Franchises. 

1 C  
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L. A form of notice suitable for publication in the FEDERAL 
REGISTER, as well as a copy of the same notice in electronic format: 

See Attachment F. An electronic version of the notice is included in the 
filing on a 3 112 ’* diskette, in Wordperfect. 

VI. REQUIRED EXHIBITS UNDER PART 33 

Exhibits A, C, D, E, and F 

Applicants request a waiver of the requirements to include Exhibits A, C, D, E, 
and F. Such a waiver is consistent with the Commission’s Notice of Proposed 
Rulemaking: Revised Filing Requirements Under Part 33 of the Commission ’s 
Regulations, N FERC Stats. & Regs. ‘I[ 32,528, at 33,364 (1998), in which the 
Commission proposed to streamline the fding of the financial and accounting 
information currently required in Exhibits A, C, D, E, and F. Good cause exists to 
waive these filing requirements because the information required by these exhibits 
is not necessary for the Commission to render a decision on this Application. The 
Commission has recently approved other Applications for corporate realignments 
similar to this filing without detailed financial information. See, e. g., Public 
Service Elecrric & Gus Co., 88 FERC 9[ 61,299 (1999). In accordance with the 
regulations, 18 C.F.R. 0 33.3, Applicants attach the following exhibits to this 
Application: 0 
Exhibit B: 

The proposed transactions will not create new corporate relationships with third 
parties. All relevant entities are wholly owned subsidiaries of PWCC, which 
remains the parent company. A statement describing the measure of control or 
ownership is attached as Exhibit B. 

Statement of Measure of Control 

Exhibit G: 

In the event Applicants file their Application with the Nuclear Regulatory 
Commission (**NRC**) for approval to transfer APS’s interest in the Palo Verde 
Nuclear Generating Facility to PWE prior to such time as the Commission has 
approved the instant Section 203 application, Applicants will submit a copy of the 
NKC Application to the Commission. rnhzmise, Applieaats ieqicst a w ~ v ’ c r  
from the requirement to file Exhibit G. 

Exhibit H: 

Application Filed with Federal and State Regulators 

Copy of All Contracts between APS and PWE Regarding the 
Proposed Transfer of Assets 

As this Application is for an affiliate transfer, APS has not entered into any 
contracts to sell, lease, or otherwise dispose of the jurisdictional facilities that are 
the subject of this Application. 
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ExhibitI: Map 

MI. 

A map showing the location of the generation facilities of APS that are being 
transferred to PWE along with their related transmission facilities is attached as 
Exhibit I. 

PROCEDURAL MATI'ERS 

A. 

Applicants respectfully request that the Commission approve the disposition of 

Request for Approval Without Hearing 

jurisdictional facilities associated with the restructuring that is occurring in Arizona on an 

expedited basis and without hearing based on the facts and supporting documents 

provided in this Application. The Application should support a finding that the transfer 

of assets is in the public interest and will promote competition. 



B. Waiver 

To the extent necessary, Applicants request a waiver of the requirement to file a 

market analysis in accordance with Appendix A of the Merger Policy Statement and any 

other waiver the Commission deems necessary to approve this Application under Section 

203. Given that this filing is required to accommodate restructuring in Arizona, and that 

there are no rate impacts on existing customers, the Applicants believe good cause is 
., 

shown for such a waiver. 

C. Service and Communication 

Applicants have served a copy of this Application on the ACC and the New 

Mexico Public Regulation Commission. Applicants have also served a copy of the 

transmittal letter accompanying this filing on all customers under APS wholesale 

contracts and service agreements that are being transferred to either PWCC or PWE. a 
Applicants will provide any of the above customers with a complete copy of this filing 

upon request. 

Communications regarding this Application should be addressed to the following 

persons, who are also designated for service in this proceeding: 

James M. Levine 
Executive Vice President Generation 
Arizona Public Service Company 
400 North 5th Street 
Mail Station 9046 
Phoenix, Arizona 85004 
Phone: (602) 250-2095 

Joel R. Spitzkoff 
Manager of Federal Regulation 
Arizona Public Service Company 
400 North 5th Street 
Mail Station 9905 
Phoenix, Arizona 85004 
Phone: (602) 250-2949 

Barbara M. Champion 
Senior Attorney 
Pinnacle West Capital Corporation 
400 North 5th Street 
Mail Station 8695 
Phoenix, Arizona 85004 
Phone: (602) 250-3547 

John D. McGrane 
Mary Ann K. Huntington 
Kristina Beard 
Morgan, Lewis & Bockius, LLP 
1800 M Street, N.W. 
Washington, D.C. 20036 
Phone: (202) 467-7900 
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Vm. CONCLUSION 

For the foregoing reasons, Applicants respecthlly request the Commission (1) to 

authorize the transfer of FERC-jurisdictional facilities required to implement APS's 

restructuring plan as described in this Application, (2) to approve the Application Without 

hearing, and (3) to grant waiver of any f i h g  requirements OF other regulations as the 

Commission may find appropriate to allow approval of the transfer of assets from APS to 

'B PWE, directly or indirectly, and the transfer ofjurisdictional rates schedules h m  APS to 

PWCC and PWE. 

Respectfblly submitted, 

KristinaBeard 
Morgan, Lewis & Bockius LLP 
1800 M Street, N.W. 
Washington, D.C. 20036 

. .  

Phone: (202) 467-7000 

Barbara M. Champion, Senior Attorney 
Pinnacle West Capital Corporation 
P.O. Box 53999 
Mail Station 8695 
Phoenix, Arizona 85072-3999 
Phone: (602) 250-3547 

Attorneys for 
A;.imrxi PuHic Sewhe Company 
Pinnacle West Capital Corporation 
Pinnacle West Energy Corporation 

* -  

Dated July 28,2000 

19. 



DEBORAH SCOT 
ARIZONA CORPORAT1ON COMMISSION 
1200 WEST WASHINGTON STREET 
PHOENIX, AZ 85007 

AJO IMPROVEMENT COMPANY 
P.O. DRAWER 9. 
AJ0,AZ 85321 

AMERICAN ELECTRIC POWER 
1 RIVERSIDE PLAZA 
COLUMBUS, OH 432152373 

AMERICAN HUNTER ENERGY, INC. 
1100 LOUISIANA, SUITE 5025 
HOUSTON, TX 77002 

ARIZONA ELECTRIC POWER COOP. 
P.O. BOX 670 
BENSON, AZ 85602 

BRITISH COLUMBIA POWER EXCHANGE 
666 BURRARD STREET, SUITE 1440 
VANCOUVER, B.C. V6C 2x8 
CANADA 

CALIFORNIA POWER EXCHANGE 
1000 SOUTH FREEMONT AVE 
BLDG A9W - 5" FLOOR 
ALHAMBRA, CA 91803 

RESAL CRAVEN 
CITIZENS UTILITIES COMPANY 

PHOENIX. AZ 85012 
2901 NOR% CErmAL AVENUE. WTE 16% 

TUCSON ELECTRIC POWER CO. 
P.O. BOX 71 1 
TUCSON, AZ 85702 

SERVICE LIST 

KENNETH R. SALINE. P.E. 
K.R. SALINE 8 ASSOCIATES 
160 N. PASADENA, SUITE # 101 
MESA, AZ 85201-6764 

SHERYL A. SWEENEY, ESQ. 
RYLEY. CARLOCK & APPLEWHITE 
101 NORTH FIRST AVENUE, SUITE 2600 
PHOENIX, AZ 85003-1973 

WILLIAM D. BAKER, ESQ. 
ELLIS & BAKER 
21 11 EAST HIGHLAND, SUITE 355 
PHOENIX, AZ 85016 

JAY 1. MOYES, ESQ. 
MOYES STOREY 
3003 NORTH CENTRAL AVENUE, SUITE 1250 
PHOENIX, AZ 85001-2199 

CAJUN ELECTRIC POWER COOP. 
112 TELLY STREET 
NEW ROADS, LA 70760 

CALIFORNIA INDEPENDENT SYSTEM 
OPERATOR 
151 BLUE RAVEEN ROAD 
FOLSOM, CA 95630 

CENTPAL LOUISIANA ELECTRIC COMPANY 
P.O. BOX 5000 
PINEVILLE. LA 71361-5000 

CINERGY SERVICES, INC. 
139 EAST 4 STREET, E.F. 401 
CINCINNATI, OH 45201 

CITIZENS LEHMAN POWER SALES 
160 FEDERAL STREET 
BOSTON, MA 021 10 

ClTY OF AZUSA 
P.O. BOX 9500 
AZUSA. CA 91702 

ClTY OF WICKENBURG 
MR. TOM CANDELARIA 
155 N. TEGNER STREET 
WICKENBURG, AZ 58390-1456 

Page 1 Of 3 

MR. W.A. DUNN. CHAIRMAN 
ELECTRICAL DISTRICT NO. 3 
ELECTRICAL DISTRICT NO. 1 
41630 W. LOUIS JOHNSON DR. 
MARICOPA, AZ 85239 

ELIZABETH STORY, ADMlNlSTRATOR 
TONOPAH IRRIGATION DISTRICT 
P.O. BOX 159 
TONOPAH. AZ 85354 

HENRY A. BRUBAKER, PRESIDENT 
AGUIU IRRIGATION DISTRICT 
P.O. BOX 263 
AGUILA, AZ 85320 

JACKIE A. MECK. MANAGER 
BUCKEYE WATER CONSERVATION & 

DRAINAGE DISTRICT 
P.O. BOX 1726 
BUCKEYE. AZ 85326-0160 

H.C. DOUGLAS. PRESIDENT 
ELECTRICAL DISTRICT NO. 6 

! 

P.O. BOX 167 
QUEEN CREEK, AZ 85242 

R.D. JUSTICE, MANAGER 
ELECTRICAL DISTRICT NO. 7 
14629 W. PEORIA AVE 
WADDELL. AZ a5355 

JAMES D. DOWNING, P.E. 
ELECTRICAL DISTRICT NO. 8 
MCMULLEN VALLEY WATER CONSERVATION 

& DRAINAGE DISTRICT 
P.O. BOX 99 
SALOME. AZ 85348 

STEPHEN P. PAVICH, PRESIDENT 
HARQUAHAIA VALLEY POWER DISTRICT 
402 S. HARQ!J*.HALA VALLEY RD 
TONOPAH. AZ 85354 

JAMES R. SWEENEY, GEN. MGR. 
MARICOPA C O U W  MUNICIPAL WATER 

P.O. BOX 900 
WADDELL, AZ 853550900 

CONSERVATION DISTRICT NO. 1 

STANLEY H. ASHBY. SECRETARY .e 
ROOSEVELT IRRIGATION DISTRICT 
103 W. BASELINE ROAD 
BUCKEYE, AZ 85326 



a CITY OF BURBANK 

P.O. BOX 631 
BURBANK, CA 91 503-0631 

CITY OF GLENDALE 
729 N. AVENUE, 4"' LEVEL 
GLENDALE. CA 91206-4496 

CITY OF IDAHO FALLS 
140 S. CAPITAL AVENUE 
IDAHO FALLS. ID 86402 . 

CITY OF NEEDLES 
ENOVA ENERGY MANAGEMENT, INC. 
12555 HIGH BLUFF DR. SUITE 155 
SAN DIEGO. CA 92130 

COASTAL ELECTRIC SERVICES COMPANY 

OUSTON, TX 77046-0995 

COLORADO RIVER AGENCY 
ROUTE I, BOX 9-C 
PARKER,AZ 85344 

COLORADO RIVER COMMISSION OF NEVADA 
555 EAST WASHINGTON AVENUE 
SUITE 3100 
LAS VEGAS, NV 89101 

z 

CON AGRA ENERGY SERVIGES, INC. 
9 CON AGRA DRIVE 
OHAMA, NE 68102-5009 

COOK INLET ENERGY SUPPLY 
I0100 SANTA MONICA BLVD, 25"' FLOOR 
LOS ANGELES. CA 90024 

E LIST Page 2 Of 3 

US DEPARTMENT OF THE INTERIOR 
1849 C Street, N.W. 
Washington, D.C. 20240 

IDAHO POWER COMPANY 
P.O. BOX 70 
BOISE, ID 83707 

E PRIME 
1331 17Tn STREET, SUITE 601 
DENVER, CO 80202 

INDUSTRIAL ENERGY APPLICATIONS, INC. 
5925 DRY CREEK LANE, NE 
CEDAR RAPIDS, IA 52402 

EASTERN POWER DISTRIBUITON, INC. 
2800 EISENHOWER AVE 
ALEXANDRIA, VA 22314 

EDISON SOURCE 
13191 CROSSROADS PKWY N. SUITE 405 
CITY OF INDUSTRY, CA 91746 

ELECTRIC CLEARINGHOUSE, INC. 
DBA RYNERGY 
2999 NORTH 44 ST., SUITE 300 
PHOENIX, AZ 85012 

INTERCOASTAL ENERGY APPS., INC. 
P.O. BOX 657 
DES MOINES IA 50303-0657 

KOCH ENERGY TRADING, INC. 
P.O. BOX 2626 
HOUSTON, TX 77252-2626 

LA DEPT. OF WATER &POWER 
P.O. BOX I 11 
LOS ANGELES. CA 90012-2694 

k 

ENERGY MASTERS INTERNATIONAL 
1385 MENDOTA HEIGHTS ROAD 
ST. PAUL, MN 55120-1129 

LG&E ENERGY MARKETING, INC. 
220 W. MAIN STREET, 7m FLOOR 
LOUISVILLE, KY 40202 

MERCHANT ENERGY GROUP OF THE 

151 WEST STREET, SUITE 300 
ANNAPOLIS, MD 21401 

' AMERICAS ENGELHARD POWER MARKETING, INC. 
101 WOOD AVENUE 
ISELIN, NJ 088306770 

ENERGY POWER MARKEVNG COW. 
PARKWOOD TWO BUILDING 
10055 GROGAN'S MILL RD, SUlE 500 
THE WOODLANDS, TX 77380 

MORGAN STANLEY CAP. GROUP, INC 
1585 BROADWAY 
NEW YORK. NY 10036 

FEDERAL ENERGY SALES, INC. 
3222 N. RIDGE ROAD 

MONTANA POWER COMPANY 
40 E. BROADWAY 

ELYRIA, OH 44035 BUTTE. ME 597018394 

GULFSTREAM ENERGY, LLC 
2930 REVERE ST., STE 202 
HOUSTON TX 77098 

NATIONAL GAS & ELECTRE 
3555 TIMMONS. SUITE 1500 
HOUSTON, TX 77027 



NEVADA POWER COMPANY 
P.0. BOX 230 
U S  VEGAS, NV 891516230 

SALT RIVER PROJECT AGRICULTURAL 
IMPROVEMENT & POWER DISTRICT 
P.O. BOX 52025 
PHOENIX, AZ 

UTAH MUNICAPAL POWER AGENCY 
8722 SOUTH 300 WEST 
SANDY, UT 84070 

UTILITY 2000 ENERGY 
140 FOURTH AVENUE, S.W. 
SUITE 1710 
CALGARY, ALBERTA T2P 3N3 
CANADA 

NORTHERN WASCO COUNTY PUD 
2345 RIVER ROAD 
DALLES. OR 97058 

SAN CARLOS IRRIGATION PROJECT 
P.O. BOX 250 
COOLIDGE. AZ 85228 

VALLEY ELECTRIC ASSOCIATION 
P.O. BOX 237 
PAHRUMP, NV 89041 

NP ENERGY INC. 
3650 NATIONAL CITY TOWER 
LOUISVILLE, KY 40202 

6 ”  

SAN DIEGO GAS & ELECTRIC 
P.O. BOX 1831 
SAN DIEGO. CA 92112-4120 

SNOHOMISH COUNTY PUD #1 PACIFICORP 
825 NE MULTNOMAH 
PORTLAND, OR 97232 

WASHINGTON WATER POWER 
P.O. BOX 1107 
EVERETT, WA 8206-1 107 

P.O. BOX 3727 
SPOKANE, SA 99220-3727 

PG&E ENERGY SERVICES 
VALERO POWER SERVICES CO. 
353 SACRAMENTO STREET, SUITE 1900 
SAN FRANCISCO. CA 9411 1 

SONAT POWER MARKETING 
1900 FIFTH AVENUE 
BIRMINGHAM, AL 35203 

WESTERN POWER SERVICES, INC. 
12200 NORTH PECOS STREET 
DENVER. CO 80234-3439 

SOUTHERN CALIFORNIA EDISON 
2244 WALNUT GROVE AVENUE 
ROSEMEAD, CA 91770 

WESTERN RESOURCES, INC. 
P.O. BOX 889 
TOPEKA, KS 66601 

POWER COMPANY OF AMERICA 
2 GREENWICH PLAZA, ZN0 FLOOR 
GREENWICH, CT 06830 

POWER EXCHANGE CORP. 
450 SANSOME ST., SUITE 1400 
SAN FRANCISCO, CA 94111 

EL PASO ELECTRIC COMPANY 
P.O. BOX 982 
EL PASO. TX 79960 

WILLIAMS ENERGY SERVICES COMPANY 
P.O. BOX 2848 
TULSA, OK 74101-9567 

THE ENERGY AUTHORITY, INC. 
76 S. LAURA STREET, STE 1500 
JACKSQWILLE, FL 32202 

PUBLIC SERVICE COMPANY OF NEW MEXICO 
ALVARADO SQUARE 
ALBUQUERQUE, NM 87158 

AQUILA ENERGY MARKETING CORP. 
P.O. BOX 13207 
KANSAS CITY. MO 64199-3207 

TRACTABEL ENERGY MARKETING, INC. 
1177 WEST LOOP, SUITE 800 
HOUSTON, TX 77027 

RAINBOW ENERGY MARKETING CORP. 
909 SOUTH 7TH STREET, SUITE 405 
BISMARK. SD 58504 

TOHONO OODHAM UTILITY AUTHORITY 
P.O. BOX 81 6 
SELLS, AZ 85635 

ROCKY MOUNTAIN GENERATION COOP. 
5441 BOEING DR.. SUITE 200 
LOVELAND, CO 80538-8810 

NEW MEXICO PUBiIC SERVICE COMMISSION 
224 EAST PALACE 
SANTA FE. NM 87503 



VERIFICATION 



UNITED STATES OF AMERICA 
BEFORE TNE 

FEDERAL ENERGY REGULATORY COMMISSION 

Arizona Public Service Company ) Docket NO. ECOO- -000 
Pinnacle West Capital Corporation ) Docket NO. EROO- -000 
Pinnacle West Energy Company ) 

VERIFICATION 

JACK E. DAVIS 

STATE OF ARIZONA ) 

County of Maricopa ) 
) ss. 

Jack E. Davis, being first duly sworn upon oath, deposes and says: 

That he is Chief Operating Officer and Executive Vice President of Pinnacle 

West Capital Corporation, and makes this verification for and on behalf of said 

corporations, being thereto duly authorized; that he has read the foregoing Application 

and knows the contents thereof, and that the same is true to the best of his knowledge, 

information and belief. 

SUBSCRIBED AND SWORN to before me this -27 7% day orsf&\ ,2000. 

My Commission expires: 

Notary Publlc - Arizona 
MARICOPA COUNTY 



APPENDIX A 

Pre - Restructuring 

Organizational Chart 
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APPENDIX B 

Post - Restructuring 

Organizational Chart 



..,- . -; 

I 
Q) 

3 
0 
3 

L . 
t 

G 
Q) 

a 
0 
rr, 
0 
c) 

. 
t 

t 

2 -  e 

= I  0 

0 
U 

0 
2 
n 
UI 

L 
0 
c) 
C 
3 
v) 



ATTACHMENT A 

List of the Jurisdictional Transmission Facilities 



ATTACHMENT A 

LIST OF THE JURISDICTIONAL 
TRANSMISSION FACILITIES 

BEING TRANSFERRED 
FROM APS TO PWE 

APS is requesting permission to transfer associated transmission equipment composed of 
step-up transformers, breakers, disconnect switches, potential and current transformers, 
metering and tie Iines located at the following generating sites that APS is also 
transferring to its affiliate P W :  

Palo Verde Nuclear Generating Plant 
( U S  operates the plant and owns 29.1% of all three Units.) 

Four Corners Power Plant 
(APS operates the plant and owns 100% ofunit 1,2, and 3. APS owns 15% of 
Unit 4 and 5.) 

Cholla Power Plant 
(APS operates the plant but o m s  only Units 1,2, and 3. Unit 4 is owned by 
PacifiCorp.) 

West Phoenix Power Plant 
(APS operates the plant and owns all units.) 

Yucca Power Plant 
(APS operates the plant but only owns Units 1,2,3, and 4. 
Unit 5 is owned by Imperial Irrigation District.) 

0 

Ocotillo Power Plant 
( U S  operates the plant and owns all units.) 

Saguaro Power Plant 
(APS operates the plant and owns all units.) 

Navajo Power Plant 
(APS owns 14% of all three units, but does not operate the plant) 

Fairview/Douglas 
(APS operates the plant and owns the one unit.) 

:‘J 

,: 



ATTACHMENT B 

List of Wholesale Contracts and Service Agreements 

Being Transferred From A P S  to PWCC and P W E  
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ATTACHMENT C 

Statement of the Cost of Facilities Involved in 

the Transfer of Assets Between APS and PWE 



ATTACHMENTC 0 
ARIZONA PUBLIC SERVICE COMPANY 

TRANSMISSION EQUIPMENT 
BY POWER PLANT AND RELATED SUBSTATION EQUIPMENT 

ORIGINAL COSTS AND ACCUMULATED DEPRECIATION 
AS OF MAY 31-2000 

1-1 
Original costs Accum Depr Net Book Value 

1 $149,683 $37,303 IFairviewlDoug ias $186,986 

jocotillo Power Plant I $2,164,238 $1,405,630 $758,608 

lsaguaro Power Plant I $1,649,296 $1,397,934 $251,364 

[Yucca Power Plant 1 $652.1 84 $537,451 $1 14,733 

[Cholla Steam Plant 1 $13,197,993 $7,326,215 $5,871,778 

[Palo Verde Nuclear Plant 1 $21,126,640 $6,436.097 $14,690,543 

1 $2,009,35 1 $1,203,950 $805,401 [Navajo Steam Plant 

/West Phoenix Plant I $2,409,236 $1,72541 50 $sso,oa6 

IFour Comers Steam Plant 1 $3,835,334 $2,530,934 $1,304,400 

Total Power Plant Equip in Transmission $47,231,260 $22,717,044 $24,514,216 



ATTACHMENT D 

Settlement Agreement Approved by the Arizona Corporation Commission 

Authorizing APS to Transfer its Generating Facilities to a Separate Affiliate 
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BEFORE THE ARIZONA C O ~ O ~ T I [ O N  COMMISSION 

A.C.C. - DOCKET CONTROL 
JIM IRVM R E C E I V E D  

Commissioner-Chairman 

Commissioner 
EARL J. KUNASEK DOCUMENTS ARE SUBJECT TO 

Commissioner REMEW BEFORE ACCEPTANCE 
AS A DOCKETED ITEM. 

rom WEST MAY 1 7  1999 

M THE MATTER OF THE APPLICATION ) 
3F ARIZONA PUBLIC SERVICE 1 

PLAN FOR STRANDED COST RECOVERY ) 
) 

COMPANY FOR APPROVAL OF ITS ) DOCKET NO. E-01345A-98-0473 

N THE MATTER OF THE FILING OF 1 
4RIZONA PUBLIC SERVICE COMPANY ) 

ro A.A.C. ~14-2-1601 =a. .>  
1 

3F UNBUNDLED TARIFFS PURSUANT ) DOCKET NO. E-01345A-97-0773 

N THE MATTER OF COMPETITION 1 
k %E PROVISION OF ELECTRIC 1 
SERVICES THROUGHOUT THE STATE ) DOCKET NO. RE-OOOOOC-94-0165 
3F-ARIZONA ‘ 

NOTICE OF FILING, APPLICATION FOR APPROVAL OF 
SETTLEMENT AGREEMENT, AND REQUEST FOR PROCEDURAL ORDER 

Arizona Public Service Company (“APS”) hereby files the attached Settlement 

Agreement (“Settlement Agreement”) dated as of May 17,1999, between APS and the other 

signatories to this Agreement (collectively, the “Parties”). The Parties, which includes a broad 

coalition of large and small consumer interests, entered into the Settlement Agreement for the 

purpose of agreeing upon terms and conditions for the introduction of competition in generation 

and other competitive services that they believe to be just, reasonable and in the public interest. 

Pursuant to 7.10 of the Settlement Agreement, APS, on behalf of the Parties, 

respectfilly requests that the Commission approve the Settlement Agreement as soon as 



2 

3 

4 

5 

6 

pubIic meetings as are required by applicable legal requirements and that afford interested parties 

adequate opportunity to comment and be heard an the tenns of the Settlement Agreement. 

APS aIso requests that the procedural schedule set forth in the April 2 1,1999, Procedural Order 

regarding consideration of APS’ stranded costs and unbundled rates (issues which are resolved in 

the Settlement Agreement) be sispended pending Commission consideration of this Settlement 



EXHIBIT A 

APS s ettlement Procedu ral ScheduIr; 

Filing of Settlement Agreement ........................ May 17 

Procedural Order Issued .............................. Miry 28 

Filing Date for Testimony from Parties . 
to the Settlement Agreement .......................... June 4 

Filing Date for Testimony from Staff and Intervenors ..... June 25 

. Filing Date for Rebuttal Testimony from 
Parties to the Settlement Agreement ..................... Jiih 9 

Hearing Begins ..................................... July 13 



SETTLEMENT AGREEMENT 

* .. 
May 14,1999 

This settlement agreement ("Agreement") is entered into as of May 14, 1999, by 
Arizona Public Service Company ("ApS" or the "Company") and the various signatories to 
this Agreement (collectively, the "Parties") for the purpose of establishing terms and 
conditions for the introduction of competition in generation and other competitive services that 
are just, reasonable and in the public interest. 

Q 

m o D U c T I o N  
. .  

In Decision No. 59943, dated December 26, 1996, h e  Arizona Corporation 
Commission ("ACC" or the "Commission") established a "framework" for introduction of 
competitive electric services throughout the territories of public service corporations in 
Arizona h the rules adopted in A.A.C. Rid-2-1601 et seq. (collectively, "Electric Competition 
RuIes" as they may be amended from time to time). The Electric Competition Rules 
established by that order contemplated future changes to such rules and the possibility of 
waivers or amendments for particular companies under appropriate circumstances. Since their 
initial issuance, the Electric Competition RuIes have been amended several times and are 
currently stayed pursuant to Decision No. 6131 1, dated January 5, 1999. During this time, 
APS, Commission Staff and other interested parties have participated in a number of 
proceedings, workshops, public comment sessions and individual negotiations in order to 
hrther refine and develop a restructured utility industry h Arizona that will provide 
meaningful customer choice in a manner that is just, reasonable and in the public interest. 

This Agreement establishes the agreed upon transition for APS to a restructured 
entity and will provide customers with competitive choices for generation and certain other 
retail services. The Parties believe this Agreement will produce benefits for all customers 
through implementing customer choice and providing rate reductions so that the APS service 
territory may benefit from economic growth. The Parties also believe this Agreement will 
fairly treat APS and its shareholders by providing a reasonable opportunity to recover 
prudently incurred investments and costs, including stranded costs and regulatory assets. 

Specifically, the Parties believe the Agreement is in the public interest for the 
. following reasons. m, customers will receive substantial rate reductions. Second, 

competition will be promoted through the introduction of retail access faster than would have 
been possible without this Agreement and by the functional separation of APS' power 
production and delivery functions. m, economic development and the environment will 



benefit through guaranteed rate reductions and the continuation of renewable and energy 
efficiency programs. Four&, universal service coverage will be maintained through APS' low 
income assistance programs and establishment of "provider of last resort" obligations on A P S  
for customers who do not wish to participate in retail access. m, APS will be able to 
recover its regulatory assets and stranded costs as provided for in this Agreement without the 
necessity of a general rate proceeding. m, substantial litigation and associated costs will be 
avoided by amicably resolving a number of important and contentious issues that have already 
been raised in the courts and before the Commission. Absent approval by the Commission of 
the settlement reflected by this Agreement, APS would seek fill stranded cost recovery and 
pursue other rate and competitive restructuring provisions different than provided for herein. 
The other Parties would challenge at least portions of APS' requested relief, including the 
recovery of all stranded costs. The resulting regulatory hearings and related court appeals 
would delay the start of competition and drain the resources of all Parties. 

NOW, THEREFORE, A P S  and the Parties agree to the following provisions 
which they believe to be just, reasonable and in the public interest: 

TERMS OF AGREEMENT 

ARTICLE I 
PLEMFNTATION OF RETAIL ACCESS 

9 1.1. The APS distribution system shall be open for retail access on July 1, 
1999; provided, however, that such retail access to electric generation and other competitive 
electric services suppliers will be phased in.for customers in A P S '  service territory in 
accordance with the proposed Electric Competition Rules, as and when such rules become 
effective, with an additional 140 MW being made avaiIable to eligible non-residential 
customers. The Parties shall urge the Commission to approve Electric Competition Rules, at 
least on an emergency basis, so that meaningful retail access can begin by July 1, 1999. 
Unless subject to judicial or regulatory restraint, APS shall open its distribution system to 
retail access for all customers on January 1, 2001. 

1.2. APS will make retail access available to residential customers pursuant to 
its December 21, 1998, filing with the Commission. 

1.3. The Parties acknowledge that APS' ability to offer retail access is 
contingent upon numerous conditions and circumstances, a number of which are not within the 
direct control of the Parties. Accordingly, the Parties agree that it may become necessary to 
modify the terms of retail access to account for such factors, and they further agree to address 
such matters in good faith and to cooperate in an effort to propose joint resolutions of any such 
matters. 

2 a 



1.4. &S agrees to the amendment and modification of its Certificatds) of 
Convenience and Necessity to permit retail access consistent with the terms of this Agreement. 
The Commission order adopting this Agreement shall constitute the necessary Commission 
Order amending and modifying APS’ GC&Ns to permit retail access consistent with the terms 
of this Agreement. 

ARTICLE II 

2.1. The Company’s unbundled rates and charges attached hereto as Exhibit A 
will be effective as of July 1, 1999. The Company’s presently authorited rates and charges shalI 
be deemed its standard offer (“Standard Offer”) rates for purposes of this Agreement and the 
Electric Competition Rules. Bills for Standard Offer service shall indicate individual unbundled 
service components to the extent required by the Electric Competitign Rules. 

2.2. ’ Future reductions of standard offer tariff rates of 1 ;5 % for customers 
having loads of less than 3 Mw shall be effective as of July 1, 1999, JuIy 1,2000, July 1, 
2001, July 1 , 2002, and July 1 , 2003, upon the filing and Commission acceptance of revised 
tariff sheets reflecting such decreases. For customers having loads greater than 3 MW served 
on Rate Schedules E-34 and E-35, Standard Offer tariff rates will be reduced: 1.5%, effective 
July 1, 1999; 1.5% effective July 1,2000; 1.25% effective July 1,2001; and .75 Z effective 
JuIy 1, 2002. The 1.5% Standard Offer rate reduction to be effective July 1, 1999, includes 
the rate reduction otherwise required by Decision No. 59601. Such decreases shall become 
effective by the filing with and acceptance by the Commission of revised tariff sheets reflecting ~ 

each decrease. 

2.3. Customers greater than 3 MW who choose a direct access supplier must 
give APS one year’s advance notice before being eligible to return to Standard Offer service. 

2.4. 
forth in Exhibit A attached hereto upon the filing and Commission acceptance of revised tariff 
sheets reflecting such decreases. 

2.5. 

Unbundled rates shall be reduced in the amounts and at the dates set 

This Agreement shall not precIude APS from requesting, or the 
Commission from approving, changes to specific rate schedules or t e r n  and conditions of 
service, or the approval of new rates or terms and conditions of service, that do not 
sigirificantly affect the overall earnings of the Company or materially modify the tariffs or 
increase the rates approved in this Agreement. Nothing contained in this Agreement shall 
preclude APS from filing changes to its tariffs or terms and conditions of service which are not 
inconsistent with its obligations under this Agreement. 

Commission shall, prior to December 31,2002, approve an adjustment clause or clauses which 

3 

2.6. .Notwithstanding the rate reduction provisions stated above, the 
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will provide full and timely recovery beginning July 1, 2004, of the reasonable and prudent 
costs of the following: 

(1) APS' "provider of last resort" and Standard Offer obiigations for 
service after July 1,2004, which costs shall be recovered only 
from Standard Offer and 'provider of last resort" customers; 

Standard Offer service to customers who have left Standard Offer 
service or a special contract rate for a competitive generation 
supplier but who desire to return to Standard Offer service, which 
costs shall be recovered only from Standard Offer and 'provider 
of last resort" customers; 

compliance with the Electric Competition Rules or Commission- 
ordered programs or directives related to the implementation of 
the Electric Competition Rules, as they may be amended from 
time to time, which costs shall be recovered from all customers 
receiving services from APS; and 

Commission-approved system benefit programs or levels not 
included in Standard Offer rates as of June 30, 1999, which costs 
shall be recovered from all customers receiving services from 
APS . 

(2) 

(3) 

(4) 

By June 1, 2002, APS shall file an application for an adjustment clause or clauses, together 
with a proposed plan of administration, and supporting testimony. The Commission shall 
thereafter issue a procedural order setting such adjustment clause application for hearing and 
inchding reasonable provisions for participation by other parties. The Commission order 
approving the adjustment clauses shall also establish reasonable procedures pursuant to which 
the Commission, Commission Staff and interested parties may review the costs to be 
recovered. By June 30, 2003, APS will file its request for the specific adjustment clause 
factors which shall, after hearing and Commission approval, become effective July 1, 2004. 
APS shall be allowed to defer costs covered by this Section 2.6 when incurred for later full 
recovery pursuant to such adjustment clause or clauses, including a reasonable return. 

2.7. By June 30,2003, APS shall file a general rate case with prefiled 
testimony and supporting schedules and exhibits; provided, however, that any rate changes 
resulting therefrom shall not. become effective prior to July 1,2004. 

2.8. APS shall not be prevented from seeking a change in unbundled or 
Standard Offer rates prior to July 1,2004, in the event of (a) conditions or circumstances which 
constitute an emergency, such as the inability to finance on reasonable terns, or (b) material 
changes in APS' cost of service for Commission regulated services resulting from federal, tribal, 



a 

w, A . 

h 

state or local laws, regulatory requirements, judicial decision, actions or orders. Except for the 
changes otherwise specifically contemplated by this Agreement, unbundled and Standard Offer 
rates shall remain unchanged until at least July 1 , 2004. 

ARTICLE 111 
GULATORY ASSETS AND STRANDED COSTS 

3.1. A P S  currently recovers regulatory assets through July 1,2004, pursuant 
to Commission Decision No. 59601 in accordance with the provisions of this Agreement. 

3.2. APS has demonstrated that its allowable stranded costs after mitigation 
(which result from the impact of retail access), exclusive of regulatory assets, are at least $533 
million net present value. 

3.3. The Parties agree that A P S  should not be aliowed to recover 
$183 million net present value of the amounts included above. APS shall have a reasonable 
opportunity to recover $350 million net present value through a competitive transition charge 
(’CTC”) set forth in Exhibit A attached hereto. Such CTC shall remain in effect until 
December 31, 2004, at which time it will terminate. If by that date APS has recovered more 
or less than $350 million net present value, as calculated in accordance with Exhibit B attached 
hereto, then the nominal dollars associated with any excess recoverylunder recovery shall be 
credited/debited against the costs subject to recovery under the adjustment clause set forth in 
Section 2.6(3). 

3.4. The regulatory assets to be recovered under this Agreement, after giving 
effect to the adjustments set forth in Section 3.3, shall be amortized in accordance with 
Schedule C of Exhibit A attached hereto. 

3.5. Neither the Parties nor the Commission shall take any action that would 
diminish the recovery of APS’  stranded costs or regulatory assets provided for herein. The 
Company’s willingness to enter into this Agreement is based upon the Commission’s 
irrevocable promise to permit recovery of the Company’s regulatory assets and stranded costs 
as provided herein. Such promise by the Commission shall survive the expiration of the 

’ Agreement and shall be specifically enforceable against this and any hture Commission. 

ARTICLE W 
’ -  

4.1. The Conimission will approve the formation of an affiliate or affiliates of 
A.PS to acquire at book value the competitive services assets as currently required by the 
Electric Competition Rules. In order to facilitate the separation of such assets efficiently and 
at the lowest possible cost, the Commission shall grant APS a two-year extension of time until 

5 
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December 3 1, 2002, to accomplish such separation. A similar two-year extension shall be e 
authorized for compliance with A.A.C. R14-2-1606(B). 

4.2. ApprovaI of this Agreement by the Commission shall be deemed to 
constitute all requisite Commission approvals for (1) the creation by APS or its parent of new 
corporate affiliates to provide competitive services including, but not limited to, generation 
sales and power marketing, and the transfer thereto of APS' generation assets and competitive 
services, and (2) the full and timely recovery through the adjustment clause referred to in 
Section 2.6 above for all of the reasonable and prudent costs so incurred in separating 
competitive generation assets and competitive services as required by proposed A.A.C. R14-2- 
1615, exclusive of the costs of transferring the APS power marketing function to an affiliate. 
The assets and services to be transferred shall include the items set forth on Exhibit C attached 
hereto. Such transfers may require various regulatory and third party approvals, consents or 
waivers from entities not subject to APS' control, including the FERC and the NRC. No Party 
to this Agreement (including the Commission) will oppose, or support opposition to, APS 
requests to obtain such approvals, consents or waivers. 

4.3. Pursuant to A.R.S. 5 40-202(L), the Commission's approval of this 
Agreement shall exempt any competitive service provided by APS or its affiliates from the 
application of various provisions of A.R.S. Title 40, including A.R.S. §§ 40-203, 40-204(A), 
40-204@), 40-248,40-250, 40-251.40-285, 40-301,40-302,40-303, 40-321,40-322,40-331, 
40-332,40-334, 40-365,40-366,40-367 and 40401. 

4.4. APS' subsidiaries and affiliates (including APS'  parent) may take 
advantage of competitive business opportunities in both energy and non-energy related 
businesses by establishing such unregulated affiliates as they deem appropriate, which will be 
free to operate in such places as they may determine. The APS affiliate or affiliates acquiring 
APS' generating assets may be a participant in the energy supply market within and outside of 
Arizona. Approval of this Agreement by the Commission shall be deemed to include the 
following specific determinations required under Sections 32(c) and (k)(2) of the Public Utility 
Holding Company Act of 1935: 

APS or an affiliate is authorized to establish a subsidiary company, which wiil 
seek exempt wholesale generator (*EWG") status from the Federal Energy 
Regulatory Commission, for the purposes of acquiring and owning Generation 
Assets. 

The Commission has determined that allowing the Generation Assets to become 
'eligible facilities," within the meaning of Section 32 of the Public Utility 
Holding Company Act ("PUHCA"), and owned by an APS EWG affiliate 
(1) will benefit consumers, (2) is in the public interest, and (3) does not violate 
Arizona law. 

6 



The Comqission has sufficient regulatoe authority, resources and access to the 
books and records of APS and any relevant associate, affiliate, or subsidiary 
company to exercise its duties under Section 32(k) of PUHCA. 

APS will purchase any electric energy from its EWG affiliate at market based 
rates. This Commission has determined that (1) the proposed transaction will 
benefit consumers and does not violate Arizona law; (2) the proposed 
transaction will not provide APS' EWG affiliate an unfair competitive advantage 
by virtue of its affiliation with A P S ;  (3) the proposed transaction is in the public 
interest. 

. 
. 

The A P S  affiliate or affiliates acqu'iri& APS' generating assets will be subject to regulation by 
the Commission, to the extent otherwise permitted by law, to no greater manner or extent than 
that manner and extent of Commission regulation imposed upon o@er owners or operators of 
generating facilities. 

4.5. The Commission's approval of this Agreement will constitute certain 
waivers to A P S  and its affiliates (including its parent) of the Commission's existing affiliate 
interest rules (A.A.C. R14-2-801, et seq.), and the rescission of all or portions of certain prior 
Commission decisions, all as set forth on Exhibit D attached hereto. 

4.6. The Parties reserve their rights under Sections 205 and 206 of the 
Federal Power Act with respect to the rates of any APS affiliate formed under the provisions of , 

this Article IV. 

ARTICLE V 
HDRAWAL OF JJTIGATION 

5.1. Upon receipt of a final order of the Commission approving this 
Agreement that is no longer subject to judicial review, APS and the Parties shall withdraw with 
prejudice all of their various court appeals of the Commission's competition orders. 

APPROVAT I BY THE COMMISSION 
2 

6.1. This Agreement shall not become effective until the issuance of a final 
Commission order approving this Agreement without modification on or before August I, 
1999. In the event that the Commission fails to approve this Agreement without modification 
according to its terms on or before August 1, 1999, any Party to this Agreement may withdraw 
from this Agreement and shall thereafter not be bound by its provisions; provided, however, 
that if APS withdraws from this Agreement, the Agreement shall be null and void and of no 
further force and effect. In any event, the rate reduction provisions of this Agreement shalI not 
take effect until this Agreement is approved. Parties so withdrawing shall be free to pursue 
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their respective positions without prejudice. Approval of this Agreement by the Commission 
shall make the C o d s i o n  a Parry to this Agreement and fully bound by its provisions. 

6.2. The Parties agree that they shall make all reasonable and good faith 
efforts necessary to (1) obtain final approval of this Agreement by the Commission, and (2) 
ensure full implementation and enforcement of all the terms and conditions set forth in this 
Agreement. Neither the Parties nor the Commission shall take or propose any action which 
would be inconsistent with the provisions of this Agreement. Ail Parties shall actively defend 
this Agreement in the event of any challenge to its validity or implementation. 

ARTICLE VII 
1 

7.1. To the extent any provision of this Agreement is inconsistent with any 
existing or future Commission order, rule or regulation or is inconsistent with the Electric 
Competition Rules as now existing or  as may be amended in the future, the provisions of this 
Agreement shall control and the approval of this Agreement by the Commission shall be 
deemed to constitute a Commission-approved variation or exemption to any conflicting 
provision of the Electric Competition Rules. 

7.2. The provisions of this Agreement shall be implemented and enforceable 
notwithstanding the pendency of a legal challenge to the Commission’s approval of this 
Agreement, unless such implementation and enforcement is stayed or enjoined by a court 
having jurisdiction over the matter. If any portion of the Commission order approving this 
Agreement or any provision of this Agreement is declared by a court to be invalid or unlawful 
in any respect, then (1) APS shall have no further obligations or liability under this 
Agreement, including, but not limited to, any obligation to implement any future rate 
reductions under Article II not then in effect, and (2) the modifications to APS’  certificates of 
convenience and necessity referred to in Section 1.4 shall be automatically revoked, in which 
event @S shall use its best efforts to continue to provide noncompetitive services (as defined 
in the proposed Eiectric Competition Rules) at then current rates with respect to customer 
contracts then in effect for competitive generation (for the remainder of their term) to the 
extent not prohibited by law and subject to applicable regulatory requirements. 

7.3. The terms and provisions of this Agreement apply solely to and are 
binding only in the context of the purposes and results of this Agreement and none of the 
positions taken herein by any Party may be referred to, cited or reIied upon by any other Party 
in any fashion as precedent or. otherwise in any other proceeding before this Commission or 
any other regulatory agency or before any court of law for any purpose except in furtherance 
of the purposes and results of this Agreement. 

7.4. This Agreement represents an attempt to compromise and settle disputed 
claims regarding the prospective just and reasonable rate levels, and the terms and conditions 
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of competitive retail access, for APS in a manner consistent with the public interest and 
applicable legal requirements. Nothing contained in this Agreement is an admission by A P S  
that its Current rate levels or rate design are unjust or unreasonable. 

7.5. As part of this Agreement, APS commits that it will continue the APS 
Community Action Partnership (which includes weatherization, facility repair and replacement, 
bill assistance, health and safety programs and energy education) in an annual amount of at 
least $500,000 through July 1 , 2004. Additionally, the Company will, subject to Commission 
approval, continue low income rates E-3 and E-4 under their current terms and conditions. 

7.6. A P S  shall actively support the Arizona Independent ScheduIing 
Administrator ("AISA") and the formation of the Desert Star Mependent System Operator. 
APS agrees to modify its OATT to be consistent with any F%RC approved AISA protocols. 
The Parties reserve their rights with respect to any AISA protocoIs, including the right to 
challenge or seek modifications to, or waivers from, such protocols. APS shall file changes to 
its existing OATT consistent with this section within ten (10) days of Com@sion approval of 
this Agreement pursuant to Section 6.1. 

: 

7.7. Within thirty (30) days of Commission approval of this Agreement 
pursuant to Section 6.1, APS shall serve on the Parties an Interim Code of Conduct to address 
inter-affiliate relationships involving APS as a utility distribution company. APS shall 
voluntarily comply with this Interim Code of Conduct until the Commission approves a code of 
conduct for A P S  in accordance with the Electric Competition Rules that is concurrently 
effective with codes of conduct for all other Affected Utilities (as defined in the Electric 
Competition Rules). APS shall meet and confer with the Parties prior to serving its Interim 
Code of Conduct. 

. 7.8. In the event of any disagreement over the interpretation of this 
Agreement or the implementation of any of the provisions of this Agreement, the Parties shall 
promptly convene a conference and in good faith shall attempt to resolve such disagreement. 

The obligations under this Agreement that apply for a specific term set 
forth herein shall expire automatically in accordance with the term specified and shall require 
no further action for their expiration. 

7.9. 

7.10. The Parties agree and recommend that the Commission schedule public 
meetings and hearings for consideration of this Agreement. The fiIing of this Agreement with 
the.Commission shall be deemed to be the filing of a formal request for the expeditious 
issuance of a procedural schedule that establishes such formal hearings and public meetings as 
may be necessary for the Commission to approve this Agreement in accordance with 



Section 6.1 and that afford interested parties adequate opportunity to comment and be heard on 0 
the terms of this Agreement consistent with applicable legal requirements. 

DATED at Phoenix, Arizona, as of this 14th day of May, 1999. 

ZONANS FOR ET . m C  CHOICE flartv) 
AND COMPETITIOfla coalition of 
companies and associations in support of 
competition that includes Cable Systems 

Chemical Lime, Intel, m, Honeywell, 
Allied Signal, Cyprus Climax Metals. Asarco. 
Phelps Dodge, a, Homebuilders of 
Centra1 Arizona, Arizona Mining Industry 
Gets Our Support, Arizona Food Marketing 
Alliance, Arizona Association of Industries, 
Arizona Multi-housing Association, Arizona 
Rock Products Association, Arizona Restaurant 

International, BHP Copper, Motorola, BY 

Title 

Pam) 



e SECTRIC DELIVERY RATES 





. ,  
3 

,-VPUCATION 

M P E  OF SERWCC 

>lO;VTRLY BILL 

The monthly bill shall bc the greater oFLc ~ W I I I  computed under A or 8. MOW. trcluding the applicable Adjumcnts. 

A RATE 

Junr - Ocwk Billing Cycla (Sununer): 

(COhTNUED OX REVERSE SIDE) . 



A. RATE (continued) 

Novmbcr - May Billing Cyda (win-): 

The kW used for billing purpaxs shall k the avenge kW supplied durin5 Qc IS-minutc p%d o f n u h u m  use 
during h e  month Y dd&ed h o r n  reading of thc delivery meter. 

S12.50 plus 31.74 for each kW in CXCCCLT of'fiveofcirhcr h e  highst t W  established during rhe 12 months mding with rhc cuclclll month 
or chc minimum kW specified in h e  q c c m c n t  for mice. uhickvcr is the grater. 

ciDiUSTiiEh75 

I.' When Metering. Metsr Rcading oc Consolidated Billing arc provided by h e  Customer's ESP, Ihc manlhly bill wilI be crcditcd as 
follows: 

hl* 5.1.00 pcr month 
Meter Rudm3 S.30 pcr monlh 
Billing 50.30 pcr monlh 

2. The monlly bill i s  also subject to Qc applicable pmponiona[c pan of any taxes. or governmental impositions which arc or nuy in 
h e  Lturc be assessed on l e  basis of gross rnvenucs or Ihc Company and/or h e  price or  revenue from drc electric service sold andk 
b e  volume ofenergy delivered or purchased for ale andfor sold hereunder. 

SERVICES ACOUIRED FROM CERTIFKATED ELECTRIC SERWCE PROWDERS 

Custom saved unda lhis ntt rhcdulr are responsible for acquiring heir o w  gcnmIiun and my ocher required competitively supplied servica 
tom M ESP or under Ihc Company's Opm Accns Tnnsmisrion TxiE The Company will provide and bill its vuitrnivion and mcillary v M c a  on rats 
approved by h e  Fcdml E n q  Regulatory Commission to *e Scheduling Coordinator who provides Winsmission w i e r  10 be Customer's ESP. The 
Customer's ESP must submit P Direct .kcas Smicc R q u m  pursuant 10 he terms and conditionr in Schedule 210. 

(COSTINUED OS PACE 3) 

H:\!rd3te~lcmmt 1999\TYiF.DA-CS l (CTC and R4 zdj).doc 





DIRECT ACCESS 
LARGE C E N E W  SER VlCE 

This ntc lchcduIc dull bccomc effmive as defmd in Company's Tcmu md Conditions Tar D u d  Amu (Schedule $10). 

7YPE OF SER VICE 

S d c t  shall bc h e  phase. 60 H a  Company's sfandud vo l ( rg~~  hat YC avjilable wilhin rhe vicinity of w o r n d r  prCmire. 

,>.> . SIETERING REOUIR&!dENTS . . .. 
,*a , - . 
. . %.. :: 

. .  
AI1 ~ o m c r ~  shall comply with h e  term ad conditions far hourly metering specified m Schedule *IO. $,* : i ?..> 

.-_ -. . .  
MONTHLY BILL 

t 0 
The monrNy bill  shall be h e  paw of Iha mount computed under A or E. hlmv. including Be applicable Adjusfmmu. 

A RATE 

PRIMARY X!D TR.A..S.\IISSfON LEvEL SERVICE: 
I' 

1. 
2. 
I. 

For w o m c r s  rmcd at prim.uy voltage (12.fkV IO below C9kV), l e  Dinribution duty will be dircounkd by 4.8%. 
F o r  customrn w e d  I fmmnision volt~ge (69kV or higher). rhe Dirtribtian chvse will be discounted 36.7% 
Rrnuvrt to .X.%C. R14-2-161t.)C11. the Company shall rctJin ownmhip OfCurrent T m f o n e n  
(CT's) and Potdial Tnmformm ( r s )  for Bow cudwnm rJcin$ m i c e  at vol(rgc levels of mare 
than 25 kV. For customers whose metering s m i c a  arc provided by UI ESP. a monthly faeilitia charge 
will be billcd. in addition lo all other appliablc c k g u  shown sbow. 
conlract b d  upn the Company's COR of CT and PT owcnhip. mJinlmurcc and r n h o n .  

dcfmnincd in rhe m i c e  

DETERMCV.J;nOS OF K W  

7he kW used Tar billing purposes shall a h e  greater o t  

(CONTKUED Or\; REVERSE SIDE) 



52,430.00 pa month plus 51.75 per kW per month. 

ADJUSMEKTS 

1. When M*crinp, M e r  Reading or Contolidarcd Billing are pmvidcd by thc Customer's ESP. the monrhly bill d l  be cn&d 
rouow: 

Mcta Ul.00 permauh 

Billing s OJOpCrmantb 
Mtta Ruding 3 0.30 per montb 

SERtICES .ACCOI;[RED FROM CERllFlCA'ED ELECTRIC SEX VICEPROVlDERq . ' . .  

. .  



A.C.C. No. 
T d o r  Schcd~l~ No. DAGS1 1 
Chiginat T d  
mcctive: xxU.uX 1999 

DIRECT ACCESS 
&USTON PURMA 

pETERMlXATlOX OF KW 

The kW used for billin3 pu'poler shall be the r a t e r  ol: 

I. The kW used for billing purposn shall be rhc average kW supplicd during h e  IS-minute period (or orher period a spcEired by 
individual cu.sommvs conwad) ofnuximum use dumg rhe m o n k  u dctmnined fmm rddinp offhe deliver?, ineta. 





AR~ZONA PUBLIC SERVICE COMPAYY 
ph0cni.q Arizona 
Filed AI= Propper 
Title: D i i o r .  Pricing and Regulation 

ELECTRIC DELIVERY RATES 

DIRECT ACCESS 
8HP COPPER 

5/13/99 
DA-GS12 0 

x c . c .  No. m 
TyiR'or Schedule No. DAGS 12 
On'&dTd 
EBdw x'c< 1999 

This rate schedule shall bccomc e f f d v e  Y d e f d  in Company's Tams and Conditions fa Dum3 Aecar (Schedule #IO). 

TYPE OF SERVlCE 

S m i c c  shall be h phase. 60 H c r q  LI 12.5 kV or higher. 

METERlh'G REOVIRfXfENTS 

C~nomer shall comply with rhc IUTN and condirions for hourly rn&g spccificd in Schedule 1110. 

PRIMARY AUD TRLVSSIISSION LEVEL SERVICE 

Pursuant to .4AC. R112-1612.K.I 1. the Company dull  retain m e n h i p  ofCurrcnt Trvrcfonnm ( C s )  
a d  Potential Tnnrformm (Ws) for !hose mstornm M n g  vnicc at v o l ~ g e   led^ o f  marc h a  25 kV. 
For ~ t o m c n  u h e  rncfcring srrvicer YC pmvidcd by M ESP. J monthly facilities h u g e  will be billed. io 
addition 10 511 olha xppliablc durga shown above. as defermined in l e  service conlrafl based upon the 
Company's COSI of CT and PT ownmhip. maintenance and opmiiar 

DETER>INATION OF K W  

Thckw used for billing purposes shall be the p t e r  ol: 

1. The kW used fur billing puqsesshall h l c  a v m g e  kW supplied during IC 30-murule period (or other period L( spcdlied by 
individual wtomcr's sonuact) of mssimurn use Juring rhe month Y determind lrom reading of the delivcry meter. 

The minimum kW spcciiicd in the igenncnt for smicc or individual Nnorner c o n h h  2. 

52.430.00 per month plus Sl.74 per kW per month. 



a DAGS 12 
ACC. No. 

P.Fl of7 

ADJUSTMENTS 

I .  Whdn Metering. Meter Reading or Conrolidatcd Billing are pruvidd by the Curtomcr'r ESP, tho monhb bill will be ed i ted  
follow: 

M M  S5J.00 pcr month 
Meter Rcufing S 0.30 per month 
Billing 5 0.3OprrmOnch 

2. The monrhly bill is rlx, subject IO rhs applicable pmponioluk pan of my (IXCI. or pvcnuncntll 'mporitionr which arc or my in 
Ihc fumrc be assessed on Be bsrir of gmu Icyenues of the Company d / o r  rhc price or menue from the c k ~ t r k  senice sold &/or 
tho volume o f  energy Llivcrcd or punhucd fot ulr andlor aold hemdcr. 

SER\TCES ACOMRED FROM CERTIFICATED ELECTRIC SERVlCE PROVIDERS 



ARIZONA PUBLIC SERVICE COMPANY 
p h ~ A r i Z G l l a  
Tied by: Alan b p p =  
ZUc: Director. Pricing and Regulation 

Exhibit A 
5/13/99 

plRECT ACCESS 
CYPRUS BAGDAD 

P R I M M Y  .W2 TRLVSSIISSTON LEVEL SERVICE: 

P u n ~ a n l m  AAC. R1~2-1612.K11,IhcCanp~y~hrll relain omarhipofCurnnlTr~lrformr~(CT-r) 
and Poreniial Transformen (PT's) for rhosc &omm -3 rcrvicc sl d m g e  levels of more than 25 k'l. 
For funomm  ito ore mctcring services are pmvidcd by an ESP. a monrhly facilities c h v y  will be billed in 
addition to all othcr applinble c h u g s  shown above, as dcrmnincd in h e  smricc conlrad based upon the 
Company's con of CT and pf ownedip. ~ i n t m c e  and oprncion 

DETERSII.U.4TlOS OF K W  

The kW uxd for billing purpola shall be h e  of 

1. Thc kW used for billing pu'pmcs shall be h e  avenge kW supplied during h e  30-minuLe pcriod (or other period as specified by 
individual cunomcis conma) of maximum use during the month Y d n m i n r d  born reading of Ihc dciivery meter. 

'Ihr minimum kW specified in rhe agccnunt for m i c e  or individual customer conh~L 2. 

E. B(IZ(I%IVM 

52.430.00 per nmlh  plus 51.74 per kW per monlh. until June IO. 2004 when his minimum wilt no long! be applicable. 

(COSTIXVED ON REVERSE SIDE) 
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EXHIBIT C 

Generation assets include, but are not Iimited to, APS' interest in the following 
generating s tntions: 

Palo Verde 
Four Corn ers 
Navajo 
Cholla 
Saguaro 
Oco till0 
West P hoen is 

.Yucca 
ilougias 
Childs 
Irving , 

including allocated common and general plnn t, support assets, associated land, fuel 
supplies and contracts, etc. Generation assets will not include facilities included in 
APS' FERC transmission rates. 



EXHIBIT D 
,Affiliate Rules Waiveq 

R14-2-801(5) rtdd R14-2-803, such that the term "reor_sanintion" docs not include, and no . 
Commission approval is required for, corporate restructuring that does not directly involve the 
utiliry distribution company ("L'DC") in the hoiding company. For example, the holding 
company may reorganize. form, buy or sell non-UDC affiIiates, acquire or divesr interests in 
non-UDC SiIiatcs, ctc., without Commission approval. 

RI 4-2-SOS(A) 
... 

R14-2-805(.4) shall appl?. only to the UDC 

R 1 4-2-80 5(A)(2) 

R14--2-8 05( A)( 6) 

R13-2-805(X)(9), (lo), and (1 I) 

ers Recision of Prior Commission (3rd 

Section X.C of the "Cogeneration and Small Power Production Policy" attached to Decision 
No. 52345 (July 27, 1981) regarding reporting requirements for cogeneration information. 

Decision So. 55 11 8 (July 2-4, 1956) - Page 15, Lines 5-ID through 1 ;-In; Finding of Fact 
So. 24 relatine to reponing requirements &der the abolished PPFAC. 

Decision So. 35818 (Dec=mDer 14: 1957) in its entirep. This decision related to APS Schedule 
9 (Industrial Deve!opmenr RSte) which was terminated by the Commission in Decision 
So. 59329 (October 11. 1995). 

9th and loth Ordering Pxapphs of Decision '$0.56450 (April 13. 1989) rqarding reponing 
requirements under the abolished PPFAC. 

\ 

4: 
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r, c n c- 
Jana Van Ness I 2 w E 1 &&02/250-23 10 Mail Station 9909 
Manager Fax 6OZ250-3399 P.O. Box 53999 
Regulatory Affairs Phoenix, AZ 85072-3999 

Docket Control 
Arizona Corporation Commission 
1200 West Washington 
Phoenix, Arizona 85007 

RE: APS Settlement Proceeding 
ACC G ~ k e !  NCS. E-01345A-984473, €4 !345.4-97-0773. RE-00000C-94-0165 

Dear Sir or Madam: 

Pursuant to the Opinion and Order, Decision No. 61973 in the above referenced Dockets, Arizona Public 
Service is filing an Addendum to the Settlement Agreement incorporating the modifications required by that 

0 Decision. This Addendum has been reviewed and executed by all signatories to the original APS Settlement 
Agreement. 

If you have any questions regarding this filing. please contact me at (602)250-2310. 

9' c '(1- 
Jana Van Ness 
Manager 
State Regulations 

Attachment 

Cc: Docket Control (18 copies plus originat) 
Parties of Record 
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Addendum to Settlement Agreement 

This Addendum is to the Settlement Agreement dated May 14, 1999 (hereafter 
"Agreement") between Arizona Public Service Company ("APS" or "Company") and the 
various signatories to the Agreement (collectively with APS, the "Parties"). By signing this 
Addendum to Settlement Agreement ("Addendum"), the Parties intend to revise certain 
provisions of the Agreeitleiit as directed by the Arizona Corporation' Commission 
("Commission") in Decision No. G I973 (October 6, 1999). ("Decision"). The Decision adopted 
and approved the Agreement subject to certain modifications. 

I. 
Introduction and Recitals 

1. 

2. , 

On May 14, 1999, the Parties entered into. the Ageenient; 

On M a y  17, 1939, APS filed \titti the Coniniission ii Norice ol'Filiiiy Application 
for Appro\ul of Settlemen[ .-I~remeiit and Request Ibr Procedurrtl Order. 

3. Coninienciny on July 14, 1999. and pursuant to a Procedurzll Order issued by the 
Heariny Division of the Commission. a full public evidentiary Iimriny on the Agreement was 
conducted. 

4. On October 6, 1999, the Coniniission issued its Decision No. 61973 adoptiny 
and approving the Agreement as modified inhe Decision. 

5.  Tlic Parties now wish to ciitcr into this Addendum to revise the Agreement as 
directed in th; Decision. 

I I. 
.4ddendum Agreement 

Metering. Meter Reading. and Billinr Credits 

A. 

1. 

The Company's revised iinbundlcd rates and charges reflecting the 
metering, iueter reading. and billing credits rcquircd by the Decision iirc attacbed hereto as 
Revised Eshibit A. 

B. ' The revised unbundlt.d rates and charges in Revised Exhibit A to this 
. Addendutii are substituted for the corresponding tariffs in Exhibit A to the Agreement. 

C. Schedules A tlirouyli C of Exhibit A to the Agreement are not affected by 
this Addendim and iverc adopted and approved by the Commission in the Decision as 
originally proposed in the Ayrcsiiieni. 

1 712YXO 



2. Advanced Notice for Large Customers. Section 2.3 of the Ageernent is replaced 
with and superceded by the following provision: 

2.3. 
supplier must either (a) give APS one year's advance notice 
before being eligible to return to Standard Offer service, or (b) 
pay APS for all additional costs incurred as a result of the 
customer returning to Standard Offer service without providing 
APS at least one year's advance notice. 

Deferral ofTransfer Costs. Section 2.6(3) of the Agreement is 

Customers greater than 3 MW who choose a direct access 

3. 
replaced with and superceded by the following provision: 

(3)  compliance with the Electric Competition Rules or 
Commission-ordered programs or directives related to the 
implementation of the Electric Competition Rules, as they 
may be amended from time to time, which costs shall be 
recovered from all customers receiving services from 
APS, provided however, that no more than sixty-seven 
percent (67%) of the costs to transfer generation assets to 
an affiliate or affiliates shall be allowed to be deferred for 
future collection under this provision; and 

4. Rate Matters. Section 2.5 of the Agreement is replaced with and superceded by 
the following provision: 

2.8. 
seeking or authorizing a change in unbundled or Standard Offer 
rates prior to July 1,2004, in the event of (a) conditions or 
circumstances which constitute an emergency, such as an inability 
to finance on reasonable terms, or (b) material clianges in APS' 
cost of service for Commission-regulated services resulting from 
federal, tribal, state or local laws, regulatory requirements, 
judicial decisions, actions or orders. Except for the changes 
otherwise specifically contemplated by this Agreement, 
unbundled and Standard Offer rates shall remain unchanged until 
at least July 1,2004. 

Neither the Commission nor APS shall be prevented from 



5. Generation Affiliate. Section 4.1 of the Agreement is replaced w i t h  and 
superceded by the following provisions: 

' 4. I .  Afiliates. 

(1 ) The Commission will approve the formation of an affiliate 
or affiliates of APS to acquire at book value the 
competitive services and assets as currently required by 
the Electric Competition Rules. In order to facilitate the 
separation of such assets efficiently and at the lowest 
possible cost, the Commission shall grant APS a two-year 
estension of time tiritil December 3 I,  2002, to accomplish 
such separation. A similar two-year extension shall be 
authorized for compliance with A.A.C. R1412-160G(B).. ' 

The affilhtr: or affiliates fornied tinder this Section 4.1 

Corporation, and not APS. 

After the extensions granted in this Section 4.1 have 
expired, APS shall procure generation for Standard Offer 
customers from the competitive market as provided for in 
the Electric Competition Rules. An affil.iated generation 
company formed pursuant to this Section 4.1 may 
competitively bid for APS' Standard Offer load. but 
enjoys no automatic privilege outside of the market bid on 
account of its affiliation with APS. 

, 

.jb:. 

(2)  
* shall be direct subsidiaries of Pinnacle West Capital 

(3)  

.. 

6.  

7. 

Statutow Waivers. Section 4.3 of the Agreement is deleted in its entirety. 

Waivers of Affiliate Interest Rules. The Revised Exhibit D to this 
Addendum setting forth the Affiliate Rules Waivers is substituted for the. 
corresponding Exhibit D to the Agreement so that the proposed waiver of R13-2- 
804(A) in the Agreement is deleted. 

Q * 



8. Conflicts with Electric Competition Rules. In reliance upon the 
directive in Decision No. 6 1973 (page 9) that “We want to make it clear that the Commission 
does not intend to revisit the stranded cost portion of the Agreement. I t  is also not the 
Commission’s intent to undermine the benefits [hat parties have bargained for,“ Section 7. I is 
replaced with and superseded by the following provision: 

7. I .  Approval of this Agreement by the Commission shall constitute a 
Ivaiver of any existing Comniission order, rule or regulation to rlie extent 
necessary to permit perfomtance of the Agreement, as approved by the 
Commission. Any future Commission order, rule or regulation shall be 
construed and administered. insofar as possible, in a manner so as not to 
conflict with the specific provisions of this Agreement, as approved by the 
Commission. In the event any of the Parties deems a future Commission 
order, nile or regulation to be inconsistent with the specific provisions of 
this Agreement, a waiver of the new Commission order, rule or regulation 
shall be sought. 

.:5;- 

3 

Nothing in this Ayrecniwt is inreiided to othenvisc interfere w i t h  
the Commission’s ability to exercise its reguintory authority by the 
issiiance of orders, rules or regulations. The requirements of this 
Agreement shall be performed in accordance with the Commission’s 
Electric Competitioii Rules inclrtding any specific waivers granted by the 
Coltmission’s order approving this Agreement, except where a specific 
provision of this Agreement would excuse compliance. 

Interim Code ofConduct. Section 7.7 of the Agreement is replaced with and 9. 
I 

superceded by the followins provision: 

7.7. 
decision approving this Agreement pursuant to Section 6.1.. APS 
shall file an initial proposed Code ofconduct to address inter- 
affiliate relationships involving APS as a utiIit)’ distribution 
company as rcquircd by the Electric tonipetition Rules and which 
includes provisioiis to sovem the supply of generation during the 
two-year extension provided for by Section 4. I of Lhis Ayreemcnt. 
interested parties may provide APS with coinnienis on the initial 
proposed Code ofconduct within sixty (GO) days of  the date of 
the Commission decision approving this Ayrecinent. ,4PS will 
file a final proposed Code of Conduct for Comniission approval 
within ninety (90) days of the date of the Commission decisioil 
approviny this Agreement. Until the Commission approves a 
Code of Conduct for APS, APS will  voluiitarily comply with the 
init ial  proposed Code of Conduct or. once filed, the final proposzd 

Within thirty (30) days of the date of the Comniission 

COdC OfCO17dllC~. 
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I .  

IO. Effect of Addendum. Other than as specifically modified by this 
Addendum. all provisions of the Agreement remain in full force and effect. 

ACREED TO AS OF \A(,,,; ?,&. .$i ,1999: 
\ 

RESIDENTIAL UTILITY 
CONSUMER OFFICE 

ARIZONA PUBLIC SERVICE COMPANI 

ARIZONA COMMUNITY ACTION 
ASSOCIATION 

A 

J 

ARIZONANS FOR ELECTRIC CHOICE 
AND COMPETITION, a coalition of 
companies and associations in support of 
.competition that includes Cable Systems 
International, BHP Copper, Motorola, 
C'iirtiiical Lime. Intel. Hughes. Honeywell. 
Allied Signal. Cyprus Climax Merais. Asarco. 
Phelps Dodge, Homnebuildrrs of 
Central Arizona. .Arizona AIinixig Industry 
Gets Our Support. Arizona Food Marketing 
Alliance, Arizona Association of Industries, 
Arizona Multi-housing Association. Arizona 
Rock Products Association. Arizona Restauranr 
Association. Arizona Retailers Association. 
Boeiiig. Arizona Scliool Board Association, 
Nritiurial Federation of Iiidependrnt Business. 
Arizona Hospital Association. Locklired Martin, 
Abbot Labs and Rayrhron. . 

BY 
/ 

I 

{Partvr 

BY 

Title 

JPartv) 

BY 

Title 

BY 

Titie 



Revised 
EXHIBIT D 

A-s, 

R14-2-801(5) and R14-2-803, such that the term "reorganization" does not include, and no 
Commission approval is required for, corporate restructuring that does not directly involve the 
utiIity distribution company (YJDC.') in the holding company. For example, the holding 
company may reorsanize, forni, buy or sell non-UDC affiliates, acquire or divest interests in 
non-UDC affiliates, etc.. without Commission approval. 

Rll -3-S05(A!  shall apply only io the UDC 

R14-2-805(A)( 2) 

R 14-?-SOj(A)(O) 

R14-2-80S(A)(9). ( I O ) ,  and (1 1 )  

Recision of Prior Commission Orders 

Section X.C of the "Cogencration and Small Power Production Policy" attached to Decision 
No. 52345 (July 27, 198 1) regarding reporting requirements for cogeneration information. 

Decision No. 55 I 1 S (July 23, 1986) - Page 15, Lines 5-112 through 13- 112; Finding of Fact 
No. 24 relating to reporting req tiiremenu tinder the abolished PPFAC. 

Decision No. 55818 (December 14, 1987) i i i  its entirety. This decision related to A P S  Schedule 
9 (Industrial Development Rate) which \vas tcmiinated by tliz Commission in Decision 
No. 59320 (Octobcr I 1. 1995). 

9th and loll1 Ordering Puragaplis of Decision So. 56450 (April 13, 1989) regarding reporting 
requirements under the abolished PPFAC. 

e 
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ATTACHMENT E 

List of County and Municipal Franchises 



Attachment E 
Page 1 of 4 

MUMCIPAL FRANCHlSES 
(Expiration Date Order) 

Effective 
Municipality Name Date Expiration Date 

Winkelman 

Holbrook . 

Prescott 

11/25/75 

4/28/76 

November 25,2000 

April 28,2001 

1011 1/76 October 1 1,2001 

June 21,2002 

July 28,2002 

Eloy 6/21/77 

Chandler 

Gilbert 

7/28/77 

December 13,2002 lUl3/77 

Casa Grande 12/19/77 December 19,2002 

January 1,2003 Superior 1/1/78 

Coolidge 1/13/78 January 13,2003 

June I,  2003 

June 19,2003 

Florence 6/1/78 

Miami 6/19/78 

May 14,2004 5/14/79 Buckeye 

Prescott Valley 8/9/79 August 9,2004 

10/5/79 October 4,2004 Phoenix 

October 23,2004 Winslow 10/23/79 

El Mirage 3/13/80 March 13,2005 

Scottsdale 3/30/80 March 29,2005 



Municipality Name 

Avondale 

Goodyear 

Parker 

Effective 

4/12/89 

Attachment E 
Page 2 of 4 

Expiration Date 

April 12,2005 ' 

4/14/80 April 14,2005 

5/5/80 May 5,2005 

/13/80 May 13,2005 

Glendale 6/14/80 June 13,2005 

Wickenburg 9/8/80 September 8,2005 

Snowflake UlI/8 1 February 11,2006 

Bisbee 6/30/8 1 . June 30,2006 

san Luis 71818 1 July 8,2006 



..",I ." : 

Attachment E 
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Effective 
Municipality Name Date Expiration Date 

Flagstaff 8/21/86 August 21,201 1 

Tombstone 10/20/86 October 20,20 1 1 

Camp Verde 11/25/87 Nov. 25,2012 

Surprise 12/17/87 Dec. 17,2012 

Paradise Valley 1/19/88 January 19,2013 

Litchfield Park 3/15/88 March 15,2013 

Cave Crekk 1 a618 8 December 6,201 3 

Gila Bend 1 2618 8 December 6,2013 

Globe 

Quartzsite 

8/22/89 

3/20/90 

August 22,2014 

March 20,2015 

Sedona 11/19/91 Nov. 19,2016 

Taylor 6/ 16/92 June 16,2017 

somerton 4/21/93 April 27,201 8 

Chino Valley 

Payson 

0311 1/97 March 1 1,2022 

5/8/74 May 9,2024 
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COUNTY FRANCHISES 
(Expiration Date Order) 

Effective 
County Name Date Expiration Date 



A T T A C ~ N T  F 

Form of Notice 

28 



UNITED STATES OF AMERICA 
FEDERAL ENERGY REGULATORY COMMISSION 

Docket No. ECOO- Arizona Public Service Company 1 
Pinnacle West Capital Corporation 1 
Pinnacle West Energy Corporation 1 .  

NOTICE OF FILING 

Take notice that on July 28,2000, Arizona Public Service Corporation ("APS"), 
Pinnacle West Capital Corporation ("PWCC"), and Pinnacle West Energy Corporation, 
("PIKE") (collectively, "Applicants"), filed with the Commission an Application for 
Authorization to Transfer Jurisdictional Facilities under Section 203 of the Federal Power 
Act, 16 U.S.C. 0 824b (1994), and Part 33 of the Federal Energy Regulatory 
Commission's (FERC or the Commission) Regulations, 18 C.F.R. 05 33.1-33.10 (1999). 

Any person desiring to be heard or to protest said filing should file a motion to 
intervene or protest with the Federal Energy Regulatory Commission, 888 First Street, 
N.E., Washington, D.C. 20426, in accordance With Rules 211 and 214' of the 
Commission's Rules of Practice and Procedures (18 C.F.R. (i 385.211 and 18 C.F.R. 0 
385.214). All such motions or protests should be filed on or before 

2000. Protests will be considered by the Commission in 
determining the appropriate action to be taken, but will not serve to make Protestants 
parties to the proceedings. Any person wishing to become a party must file a motion to 
intervene. Copies of this filing are on file with the Commission and are available for 
public inspection. This filing may also be viewed on the Intemet at 
http://www .ferc. fed.us/online/rims.htm (call 202-208-2222 for assistance). 

... @ ' ' 

r. 
Q David P. Boergers 

Secretary 

29 
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EXHIBIT A 

Resolution of APS’s Board of Directors 

Applicants have requested a waiver from the requirement to file Exhibit A. 

a 
30 



EXHIBIT B 
PAGE 10F 2 

EXHIBIT B 

Statement of Measure of Control 

The proposed transactions will not create new corporate relationships with third 

parties. 'All relevant entities are wholly o&ed subsidiaiies of PWCC, which 

remains the parent company. These entities include APS, PWE, and APSES. 

PWCC does not own any bank, trust company, banking association, or firm that is 

authorized by law to underwrite or participate in the marketing of securities of a 

public utility, or any company supplying electric equipment to such party. 



EXHlBIT B 
PAGE 2 OF 2 

STATE OF ARIZONA ) 

County of Maricopa ) 
) ss. 

I, Barbara M. Gomez, Treasurer of Pinnacle West Energy 

Corporation, do hereby certify that I have read the 

foregoing Exhibit B to the application of Arizona Public 

Service Company, Pinnacle West Capital Corporation and 

Pinnacle West Energy Corporation fo r  approval of transfer of 

facilities and that  the information contained therein is 

true to the best of my knowled formation a 

SUBSCRIBED AND SWORN to before me this 27a day of 

MY Commission expires: 



Balance Sheet 

Applicants have requested a waiver fiom the requirement to file Exhibit C. 



EXHDITD 

Statement of Contingent Liabilities 

Applicants have requested a waiver from the requirement to file Exhibit D. 



a EXHIBITE 

Income Statement 

Applicants have requested a waiver from the requirement to file Exhibit E. 



EXHIBIT F 

Analysis of Retained Earnings 

Applicants have requested a waiver f iom the requirement to file Exhibit F. 



E X H I H I - I '  Ci 0 
Applications Filed With Other Federal and State Regulators 

In the event Applicants file their Application with the Nuclear Regulatory 

Commission ('NRC") for approval to transfer APS's interest in the Palo Verde 

Nuclear Generating Facility to PWE prior to such time as the Commission has 

approved the instant Section 203 application, Applicants will submit a copy of the 

NRC Application to the Commission. Otherwise, Applicants request a waiver 

&om the requirement to file Exhibit G. 



EXHIBIT H 
PAGE 10F 2 

EXHIBIT H 

Copy of all Contracts Between APS and PWE 

Regarding the Proposed Transfer of Assets 

As this Application is for an affiiate transfer, APS has not entered into any 

contracts to sell, lease, or otherwise dispose of the jurisdictional facilities that are 

the subject of this Application. 

37 



STATE OF ARIZONA ) 

County of Maricopa ) 
) ss. 

I, Barbara M. Gomez, Treasurer 

Corporation, do hereby certify that 

-11 n 
PAGE2OF2 

of Pinnacle West Energy 

I have read the 

foregoing Exhibit B to the application of Arizona Public 

Service Company, Pinnacle West Capital Corporation and 

Piirnacle West Energy Corporation for approval of'trarisfer of 

f a c i l i t i e s  and that the information contained therein is 

*me *a the best of m w  knowledge, information and - A f  belief, 

SUBSCRIBED AND SWORN to before m e  this 272% day of 

My Commission expires: 



EXHIBIT I 
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APS Electrical Generating System 



2 

3 

4 

5 

6 

r 

8 

9 

1Q 

11 

12 

1 

Unit Name 

YUCCA: 
Combustion Turbine 1 
Combustion Twine 2 
Combustion Turbine 3 
Combustion Turbine 4 
DOUGLAS: 
Combustion Turbine 1 
SAGUARO: 
Steam Unit 1 
Steam Unit 2 
Combustion Turbine 1 
Combustion Turbine 2 
OCOTILLO. 
Steam Unit 1 
Steam Unit 2 
Combustion Turbine 1 
Combustion Turbine 2 
Solar 1 
sgar 2 
WEST PHOENIX: 
Steam Unit 4 
Steam Unit 5 
Steam Unit 6 
Combustion Turbine 1 
Combustion Turbine 2 
Comblned Cyde 1 
Combined Cyde 2 
Combined Cyde 3 
CHOLLA: 
Coal Unit 1 
Coal Unit 2 
Coal Unit 3 
FOUR CORNERS: 
Coal Unit 1 
Coal Unit 2 
Coal Unit 3 
Coal Unit 4 
Coal Unit 5 
NAVAJO: 
Coal Unit 1 
Coal Unit 2 
Coal Unit 3 
PAL0 VERDE 
Nudear Unit 1 
Nudear Unit 2 
Nudear Unit 3 
COCONiNO 
Solar 1 
GLENDALE 
Solar 1 
SCOTSDALE 
Solar 1 

County 

Yuma 

Cochise 

Pfnal 

Maricopa 

Maricopa 

Navajo 

San Juan 

Coconino 

Maricopa 

Coconino 

Madcopa 

Maricopa 

Ownership 

Arizona Public Service 

Arizona Public Service 

Arizona Public Service 

Arlzona Public Sewice 

Arizona Public Service 

Arizona Public SeMce 

Arizona Public Service 

Arizona Public Service, Salt River Project, Tucson Electric Power 
Public Service New Mexico. Southern Cal Edison. El Paso Electric 

Arhona Public Service, Salt River Project, Tucson Electric Power 
Nevada Power, Los Angeles Dept of Water and Power. 

US Government 

Arizona Public Service, Salt River Project, Southern Cat Public Auth. 
Public Service New Mexico. Southern Cat Edison. Et Paso Eiectric, 

Los Angeles Dept of Water and Power 

Arizona Public SeM'ce 

Arizona Public Service 

Arizona Public Servica 



STATE OF ARIZONA ) 
) ss. 

County of Maricopa ) 

I, Ellen Willhite, Manager, Generation 

Support, of Arizona Public Service Company, 

certify that 

depiction of 

transferring 

EXHIBIT I 
PAGE 3 of 3 

Administration 

do hereby 

the foregoing Exhibit I contains an accurate 

the facilities that  Arizona Public Service is 

to Pinnacle West Energy Corporation. . 

SUBSCRIBED AND SWORN n 

Ellen Willhite 

to before me this &?? day of 

t 

Notary public 



Mail Station 9909 
P.O. Box 53999 
Phoenix, AZ 85072-3999 

Manager Fax 6021250-3399 
Regulatory Affairs j9'3q DEc - 1  pe-gai!& anness@apsc.com 

ht$I/www.apsc.com 

EXHIBIT D-6 *"... --. . _ _  :uMEHl' COkTR9: 
December 1,1999 

Docket Control 
Arizona Corporation Commission 
1200 West Washington 

t L  Phoenix, Arizona 85007 

RE: APS Settlement Proceeding 
ACC Docket Nos. E-O1345A-98-0473, E-01345A-97-0773, RE-00000C-94-0165 

Dear Sir or Madam: 

Pursuant to the Opinion and Order, Decision No. 61973 in the above referenced Dockets, Arizona Public 
Service is filing an Addendum to the settlement Agreement incorporating the modifications required by that 
Decision. This Addendum has been reviewed and executed by all signatories to the original APS Settlement 

If you have any questions regarding this filing, please contact me at (602)250-2310. 

Jana Van Ness 
Manager 
State Regulations 

Attachment 

Cc: Docket Control (18 copies plus original) 
Parties of Record 

mailto:anness@apsc.com
http://ht$I/www.apsc.com


Addend1 

This Addendum is to the Settlement Agreement dated May 14, 1999 (hereafter 
“Agreement”) between Arizona Public Service Company (“APS” or “Company”) and the 
various signatories to the Agreement (collectively with APS, the “Parties”). By signing this 
Addendum to Settlenient Agreement {“Addendum”), the Parties intend to revise certain 
provisions of the Agreement as directed by the Arizona Corporation Coinmission 
(”Conimission”) in Decision No. GI 973 (October 6, 1999) (”Decision”). The Decision adopted 
and approved the Agreement subject to certain modifications. 

1. 
Introduction and Recitals 

1. On May 14, 1999, the Parties entered into the Agreement; 

_. 7 On May 17, 1999, APS filed \\.it11 tlie Commissioii a Nolice of Filiny Application 
for Approval of Setrlement Ayreciiieiit and Request for Procedural Order. 

3. Commencing on July 14, 1990, and pursuant to a Procedural Order issued by the 
Hearing Division of the Commission. a fiill public evidentiary hearing on the Agreement was 
conducted. 

4. On October 6, 1999, the Coinmission issued its Decision No. 61973 adopting 
and approving the Agreement as modified in the Decision. 

5 .  The Parties iiwv N ish io cntcr into this Addendum to revise the Agreenient as 
directed i n  tlie Decision. 

11. 
Addendum Agreement 

Meterinq. Meter Rcndine. and Billing Credits 1. 

A. The Company’s revised iinbiindled rates and charges reflecting the 
meterins, meter reading, and billilly credits rcquircd by the Decision ilrc aitached hereto 2s 

Revised Eshibit A. 

B, The revised unbundled rates and charyes in Revised Exhibit A to this 
Addendum are substituted for the corresponding, tariffs in Exhibit A to the Agreement. 

C. Sciiedules A through C of Exhibit A to the Agreement are not affected by 
this Addendum and \Yere adopted arid approved by the Commission in the Decision as 
oriyinally proposed in the Agrement. 

1 



2. Advanced Notice for Laree Customers. Section 2.3 of the Agreement is replaced 
with and superceded by the following provision: 

2.3. 
supplier must either (a) give APS one year's advance notice 
before being eligible to return to Standard Offer service, or (b) 
pay APS for all additional costs incurred as a result of the 
customer returning to Standard Offer service without providing 
APS at least one year's advance notice. 

Defenal of Transfer Costs. Section 2.6(3) of the Agreement is 

Customers greater than 3 MW who choose a direct access 

3. 
replaced with and superceded by the following provision: 

(3) compliance with the Electric Competition Rules or 
Comrqission-ordered programs or directives related to the 
implementation of the Electric Cornpetition Rules, as they 
may be amended from time to time, which costs shall be 
recovered from all customers receiving services from 
APS, provided however, that no more than sixty-seven 
percent (67%) of the costs to transfer generation assets to 
an affiliate or affiliates shall be allowed to be deferred for 
future collection under this provision; and 

4. Rate Matters. Section 2.8 ofthe Agreement is replaced with and superceded by 
the following provision: 

2.8. 
seeking or authorizing a change in unbundled or Standard Offer 
rates prior to July 1,2004, in the event of (a) conditions or 
circumstances which constitute an emergency, such as an inability 
to finance on reasonable terms, or (b) material changes in APS' 
cost of service for Commission-regulated services resulting from 

Neither the Commission nor APS shall be prevented from 1 



5. Generation Affiliate. Section 4.1 of the Agreement is replaced with and 
superceded by the following provisions: 

4.1. Affiliates. 

( 1 The Commission will approve the formation of an affiliate 
or affiliates of APS to acquire at book value the 
competitive services and assets as currently required by 
the Electric Competition Rules. In order to facilitate the 
separation of such assets efficiently and at the lowest 
possible cost, the Conmission shail grant APS a two-year 
extension oFtime until December 31,2002, to accomplish 
such separation. A similar two-year extension shall be 
authorized for compliance with A.A.C. R14-2-1606(B). 

The affiliate or affiliates formed under this Section 4.1 
sliall be direct subsidiaries of Pinnacle West Capital 
Corporation, and not APS. 

, I  

(7) 

. .. . . .  . .-;, ... . -. . . . . _-. .. -:. .,Y$ . .. .. . .. . ., " ....,,.. 

(3) After the extensions granted in this Section 3.1 have 
expired, APS shall procure generation for Standard Offer 
customers From the Competitive market as provided for in 
the Electric Competition Rules. An affiliated generation 
company formed pursuant to this Section 4.1 may 
competitively bid for APS' Standard Offer load, but 
enjoys no automatic privilege outside of the market bid on 
account of its affiliation with APS. 

6. Statutorv Waivers. Section 4.3 of the Agreement is deleted in its entirety. 

7. Waivers of kfiiiiatc interest Riiies. The Revised Exhibit D to this 
Addendum setting forth the Affiliate Rules Waivers is substituted for the 
corresponding Exhibit D to the Agreemeiit so that the proposed wxiver of R14-2- 
804(A) in the Agreement is deleted. 





10. Effect of Addendum. Other than as specifically modified by this 
Addendum, all provisions of the Agreement remain in full force and effect. 

AGREEDTOAS OF i\c,,~.,,h&,~J.\ ,1999: 
\ 

RESIDENTIAL UTILITY 
CONSUMER OFFICE 

ARIZONA PUBLIC SERVICE COMPANY 

BY LL-&J= U&& 
Title (%&+', i$lpo A- 

ARIZONA COMMUNITY ACTION IPartv) 
ASSOCIATION 

Title Title 

ARIZONANS FOR ELECTRIC CHOICE J' P a w l  0 
AND COMPETITION, a coalition of 
companies and associations in support of 
competition that includes Cable Systems 
International. BHP Copper, Motorola, 
Chemical Liine. Intel. Hughes. Honeywell. 
A'llied Signal, Cyprus Climax Metals, Asarco, 
Phelps Dodge. Hoinrbuilders of 
Central Arizona. Arizona Mining Industry 
Gets Our Support, Arizona Food Marketing' 
Alliance, Arizona Association of Industries, 
Arizona Multi-housing Association, Arizona 
Rock Products Association, Arizona Restaurant 
Association. Arizona Retailers Association. 
Boring. Arizona School Board Association, 
National Federarion of Independent Business. 
Arizona Hospital Association. Lockheed Martin. 
Abbot Labs and Raytheon. 

BY 

BY 

Title 

(Party) 

BY 

Title 

/ 
Title flc\ 

I' - 



Revised 
EXHIBIT D 

Affiliate Rules Waivers 

R14-2-801(5) and R14-2-803, such that the term "reorganization" does not include, and no 
Commission approval is required for, corporate restructuring that does not directly involve the 
utility distribution company (''UDC") in the holding company. For example, the holding 
company may reorganize, form, buy or sell non-UDC affiliates, acquire or divest interests in 
non-UDC affiliates, ere., without Commission approval. 

R14-?-SOS(A) sliall apply only to the UDC 

RI 4-2-805(A)(2) 
r ' i  

R14-2-805(A)(G) 

R14-2-805(A)(9), (IO), and (1 I )  

Recision of Prior Co mmission Orders 

Section X.C of the "Cogeneration and Small Power Production Policy" attached to Decision 
No. 52345 (July 27, 198 1)  regarding reporting requirements for cogeneration information. 

Decision No. 551 IS (July 23, 1986) - Page 15, Lines 5-1/2 through 13-1/2; Finding ofFact 
No. 24 relating to reporting requiremetits under the abolished PPFAC. 

1 

Decision No. 5 5 8 l S  (December 14, 1987) in its entirety. This decision related to APS Schedde 
9 (Industrial Development Rate) which \vas tcmiiiiated by the Commission in Decision 
No..j9329 (Octobcr 1 I .  1995). 
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BCC: 

APS 
Arizona Public Service Company 

COMPANY CORRESPONDENCE 

Snell8 Wilmer (3) 
Becky Hickman (3) 
Don Robertson 
Jack Davis 
Bill Post 
Alan Propper 
Jana Van Ness 
Barbara Klemstine 
Keith Van Ausdal 
Warren Kotzman 
Sally Stewart 
Colleen Hawk 
Wayne Ettenborough 
Sharon Madden 



EXHIBIT E - 1 
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APS Electrical Generating System 

. .  

Arizona 
0 Farmington 
7 

Buck3ye 
1 1  Phoenix 

0 Tem[)e 
9 4  I 



APS ELECTRICAL GENERATING SYSTEM 

2 

3 

4 

5 

6 

r 

8 

9 

10 

11 

12 

1 

Unit Name 

YUCCA: 
Combustion Turbine 1 
Combustion Turbine 2 
Combustion Turbine 3 
Combustion Turbine 4 
DOUGLAS: 
Combustion Turbine 1 
SAGUARO: 
Steam Unit 1 
Steam Unit 2 
Combustion Turbine 1 
Combustion Turbine 2 
OCOTIUO 
Steam Unit 1 . 
Steam Unit 2 
Combustion Turbine 1 
Combustion Turbine 2 
solar 1 
Solar 2 
WEST PHOENIX: 
Steam Unit 4 
Steam Unit 5 
Steam Unit 6 
Combustion Turbine 1 
Combustion Turbine 2 
Combined Cyde 1 
Combined Cyde 2 
Combined Cycle 3 
CHOLLA: 
Coal Unit 1 
Coal Unit 2 
Coal Unit 3 
FOUR CORNERS 
Coal Unit 1 
Coal Unit 2 
Coal Unit 3 
Coal Unit 4 
Coal Unit 5 
NAVAJO 
Coal Unit 1 
Coal Unit 2 
Coal Unit 3 
PAL0 VERDE: 
Nudear Unit 1 
Nudear Unit 2 
Nudear Unit 3 
COCONINO 
Solar 1 
GLENDALE 
Solar 1 
SCOTTSO ALE 
Solar 1 

County 

Yuma 

Cochiso 

Pinal 

Maricopa 

Marimpa 

Navajo 

San Juan 

Coconino 

Marlcopa 

Coconino 

Maiicopa 

Maricopa 

.. 

Owners hip 

Arizona Public Service 

Arizona Public Service 

Arizona Public Service 

Arizona Public Service 

Arizona Public Service 

Arizona Public Service 

Arizona Public Service 

Arizona Public Service, Salt Rlver Project, Tucson Electric Power 
Public Service New Mexico, Southern Cal Edison, Paso Electric 

Arizona Public Service. Salt River Project, Tucson Electric Power 
Nevada Power, Los Angeles Dept of Water and Power. 

US Government 

Arizona Public Service, Salt River Project, Southem Cal Public Auth, 
Public Service New Mexico. Southem Cal Edison, El Paso Electric, 

Los Angeles Dept of Water and Power 

Arizona Pubiic Service 

Arizona Public Service 

Arizona Public Sewice 



0 STATE OF ARIZONA ) 
) ss. 

County of Maricopa ) 

I, Ellen Willhite, Manager, Generation 

Support, of Arizona Public service Company, 

cert i fy  that 

depiction of 

transferring 
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Administrat ion 

do hereby 

the foregoing Exhibit I contains an accurate. 

the f a c i l i t i e s  that Arizona Public Service is 

to Pinnacle West Energy Corporation. 

SUJSCRIBED AND SWORN 

, 2000 .  * to before m e  this $y day of 

+&. 
N o t  ry Public 

My Cormnission expires: 



EXHIBIT H-1 

PROPOSED FORM OF FEDERAL REGISTER NOTICE 

SECURITIES AND EXCHANGE COMMISSION 
(Release No. 35- ) 

Filings under the Public Utility Holding Company Act of 1935, as amended (“Act”) 

g& ,..- 
September -, 2000 

Notice is hereby given that the following filing(s) hashave been made with the Commission 
pursuant to provisions of the Act and rules promulgated thereunder. All interested persons are 
referred to the application(s) and/or declaration(s) for the complete statements of the proposed 
transaction(s) summarized below. The application(s) and declaration(s) and any amendments thereto 
islare available for public inspection through the Commission’s Office of Public Reference. 

Interested persons wishing to comment or request a hearing on the application(s) and/or 
declaration(s) should submit their views in writing by September -, 2000, to the Secretary, 
Securities and Exchange Commission, Washington, D.C. 20549-0609, and serve a copy on the 
relevant applicant(s) and/or declarant(s) at the address(es) specified below. Proof of service (by 
affidavit or, in case of an attorney at law, by certificate) should be filed with the request. Any 
request for hearing shall identify specifically the issues of fact or law that are disputed. A person 
who so requests will be so notified of any hearing, if ordered, and will receive a copy of any notice 
or order issued in the matter. After September -, 2000, the application(s) andor decfaration(s), as 
filed or amended, may be granted and/or permitted to become effective. 

0 

******* 

Pinnacle West Capital Corporation (“PNW”), 400 North Fifth Street, Phoenix, Arizona 
85004, has filed an application-declaration pursuant to Sections 9(a)(2) and 10 of the Act, in which 
it requests approval to establish a new public-utility company subsidiary in connection with the 
proposed corporate reorganization (“Reorganization”), involving the relocation of certain generation 
assets from Arizona Public Service Company (“APS”), PNW’s existing public-utility company 
subsidiary, to Pinnacle West Energy Corporation (“PWE”), another wholly-owned subsidiary of 
PNW. As a result of this Reorganization, PWE will become an “electric utility company” and a 
“public-utility company” within the meaning of the Act, and PNW will acquire an additional public- 
utility subsidiary. PNW will continue to meet the requirements for an intrastate exemption under 
Section 3(a)( 1) of the Act and to file annual exemption statements on Form U-3A-2 pursuant to Rule 
2 of the Commission’s regulations. 

The purpose of the reorganization is to comply with certain requirements set forth in rules 
adopted by the Arizona Corporation Commission (“ACC”) that provide the framework for 



introduction of retail electric competition in Arizona (“Competition Rules”), and in a final ACC 
order approving APS’s settlement with various parties and the ACC with respect to implementation 
of the Competition Rules (the “Settlement”). Pursuant to the Competition Rules and Settlement, 
APS must move all of its generating assets and competitive services to PNW subsidiaries no later 
than December 3 1 , 2002. 

PNW was incorporated in 1985 under the laws of the State of Arizona. Through its 
subsidiaries, PNW is engaged in the generation, transmission, and distribution of electricity and the 
sale of energy services. Through subsidiaries, PNW is also involved in real estate development and 
in venture capital investment. PNW’s principal subsidiaries are: APS, PWE, APS Energy Services 
Company, Inc., SunCor Development Company, and El Dorado Investment Company. 

PNW’s principal public-utility subsidiary is APS. APS, incorporated in 1920 under the laws 
of the State of Arizona, is a wholly-owned subsidiary of PNW. APS’s principal executive offices 
are located at 400 North Fifth Street, Phoenix Arizona 85004. APS provides retail electric services 
principally in the State of Arizona and is actively engaged in the competitive wholesale electric 
markets. APS is subject to regulation by the ACC with respect to retail rates, accounting, service 
standards, service territory, issuances of securities, certification of generation and transmission 
projects and various other matters. APS currently owns generating facilities with a total accredited 
capacity of approximately 4,100 megawatts. 

., ,.. . c.: 
, ,. 

APS also owns and operates approximately 4,853 miles of transmission lines, of which all 
but 140 miles are located within the State of Arizona. PSS’s transmission was built primarily to 
bring generation from its power plants to its retail electric loads in Arizona. As of December 31, 
1999, APS’s distribution system served approximately 827,000 electric retail customers in its service 
territory within the State of Arizona. APS provides distribution services in 11 of Arizona’s 15 
counties, including the metropolitan Phoenix area. Pursuant to the Settlement approved by the ACC 
in 1999, retail rates have been set until July 1,2004, subject to conditions or circumstances which 

0 

constitute an emergency. 

PWE, another wholly-owned subsidiary of PNW, was incorporated in 1999 under the laws 
of the State of Arizona. PWE was organized primarily to engage in the business of developing, 
owning, and operating generation plants used for the production and sale of wholesale energy. 
Currently, PWE is engaged in the development of approximately 2,600 megawatts of generating 
capacity in the State of Arizona; however, PWE is not currently an electric utility company or a 
public-utility company within the meaning of the Act. Upon completion of the Reorganization, PWE 
will own or lease the generation facilities currently owned or leased by APS and will assume APS’s 
responsibilities as operator of the facilities. 

When the Reorganization is complete, APS’s existing structure, in which its electric utility 
operations are divided along fbnctional lines, will be formalized and separate corporate entities will 
engage in the transmission/distribution of electricity and the generation of electricity. APS will 
continue to own and operate its existing electric transinissioddistribution system, and PWE will own 
or lease and operate APS’s existing generation assets, selling the output from these assets to PNW’s 



power marketing and trading division and to other wholesale entities. In addition, APS will serve 
as the provider of last resort to standard offer customers in APS’s existing service territory. 

The generation assets will be moved to PWE at book value. In addition, PWE will assume 
certain outstanding debt associated with the generating assets being moved. Specifically, P W E  will 
assume APS’s rights and obligations with respect to approximately $180 million in pollution control 
bonds. 

The principal purpose of the Reorganization is to assure compliance with the provisions of 
the Competition Rules and the Settlement and to provide PNW with increased financial, managerial, 
and organizational flexibility which will enable APS and PWE to compete more effectivety in a 
restructured utility industry. It is stated that the Reorganization will lead to a clear, knctional and 
corporate separation between PNW’s generation business and its wires business, enabling each 
company to focus its resources on more clearly defined product markets and services. PNW also 
states that the Reorganization will have no adverse effect on APS’s existing electric utility 
operations. The Reorganization will not result in any real change in the ultimate ownership of 
existing utility assets nor will it result in the transfer or acquisition of any additional utility assets 
beyond those currently held by APS or being developed by PWE. 

PNW states that the proposed transaction will satisfjr the requirements of Section 9(a)(2), as 
well as the relevant provisions of Section 10 of the Act. PNW will continue to claim an exemption 
pursuant to Section 3(a)(l) and Rule 2 thereunder, 



File No. 070-09745 

AMENDMENT NO. 1 
TO 

APPLICATION 
UNDER 

THE PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 

FORM U-1 

PINNACLE WEST CAPITAL CORPORATION 
400 East Van Buren Street, Suite 700 

Phoenix, Arizona 85004 

(Name of company filing this statement and address of principal executive ofice) 

UNITED STATES 
SECURITIES AND EXCHANGE COMMISSION 

WASHINGTON, D.C. 20549 

None 

(Name of top registered holding company parent) 

Herbert I. Zinn 
Pinnacle West Capital Corporation 
400 North Fifth Street 
Mail Station 5635 
Phoenix, Arizona 85004 

Mary Ann K. Huntington 
Morgan, Lewis & Bockius LLP 
1800 M Street, N.W. 
Washington, D.C. 20036 

(Name and address of agents for service) 

The Commission is requested to send copies of all notices, orders, and communications in 
connection with this Application to: 

Herbert I. Zinn 
Pinnacle West Capital Corporation 
400 North Fifth Street 
Mail Station 8695 
Phoenix, Arizona 85004 

Mary Ann K. Huntington 
Morgan, Lewis & Bockius LLP 
1800 M Street, N.W. 
Washington, D.C. 20036 



File No. 070-09745 

f 

This Amendment No. 1 is being filed in order to provide the Securities and Exchange 

Commission with copies of Exhibit No. D-2 (Order of FERC) and Exhibit No. F-1 (Signed Initial 

Opinions of Counsel). 

C: \ \WOW\Tcniporary  Internet Filss\OLKB350\BAP0066.doc 
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Signature 

Pursuant to the requirements of the Public Utility Holding Company Act of 1935, as 
," 

amended, the undersigned company has duly caused this statement to be signed on its behalf by 

the undersigned thereunto duly authorized. 

Pinnacle West Capital Corporation 

Its: Treasurer 

Dated: December 8, 2000 
Phoenix, Arizona 

C:\\\lNDOWS\Temponry Internet FiluX)LI<B350\BAPO066.doc 



FERC NlIS DOC 2106291 

UNITED STATES OF AMERICA 
FEDERAL ENERGY REGULATORY COMMISSION 

Before Commissioners: James J. Hoecker, Chairman; 
William L. Massey, Linda BreathiQ 
and Curt Htbert, Jr. 

Arizona Public Service Company 
Pinnacle West Capital Corporation 
Pinnacle West Energy Corporation 

Docket NOS. EC00-118-000 
and ECOO- 1 18-00 1 

ORDER AUTHORIZING DISPOSITION 
OF JURISDICTIONAL FACILITIES 

(Issued November 24,2000) 

1. Jntroductioq 

On July 28,2000, as completed on August 23,2000, Arizona Public Service 
Company (APS). Pinnacle West Capital Corporation (PWCC), and Pinnacle West Energy 
Corporation (PWE) (collectively, Applicants), filed a joint application pursuant to section 
203 of the Federal Power Act (FPA) requesting Commission authorization for APS to 
transfer to PWE certain jurisdictional facilities and operation agreements. In addition, 
APS requests authorization to transfer certain wholesale power sales agreements to 
PWCC. The jurisdictional facilities involved in the transaction include step-up 
@ansformas and other gendon-related transmission facilities. The Cammission has 
reviewed the proposed traosactl 'om under the Commission's Merger Policy Statement' 
As discussed below, we will authorize the proposed transactions as consistent with the 
public interest. 

'16 U.S.C. 5 824b (1994) 

'Inquhy Concerning the Commission's Merger Policy Under the Federal Power 
Act Policy Statement, Order No. 592,61 Fed Keg. 68,595 (19%), FERC Statutes and 
Regulations, Regulations Preambles January 1991-June 1996 7 3 1,044 (1996), 
reconsidem6 'on d Ordm NO. 592-A62 Fed Reg. 33,341 (1997), 79 FERC 161,321 

1 of8 11/30/2000 12:lO PM 
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Docket Nos. EC00-118-000 
and ECOO- 1 1 8-00 1 

If. Backmound 

A. DescriDtion of the Parties 

- 2 -  

PWCC is an Arizona corporation and an exempt public utility holding company 
under the Public Utility Holding Company Act of 1935 (PUHCA)? PWCC is the parent 
company of APS,  PWE. and APS Energy Services Company. Inc. (APSES). PWCC has 
two non-utility subsidiaries, El Dorado Investment Company, an investment h, and 
SunCor Development Company, a real estate developer. PWCC is also a power marketer 
authorized by the Commission to sell electric power at market-based rates." P W E  is a 
subsidiary of PWCC created to own and operate wholesale generating facilities.' 

APS is an investor-owned utility engaged in generating, transmitting, and 
distributing electricity in Arizona. APS presently o m s  or partidy owns sevcml 
generating units that it proposes to transfer to Pinnacle West Energy. APS is also a 
power marketer authorized by the Commission to sell elechic power at rnarkct-based 
ratcs.6 

. 

E. The Prooosed Trans actioq 

According to the application, the proposed transaction is part of the state 
restructuring proceedings and settlement agreement under which APS agreed to divest its 
generation assets by December 3 1,2002, to an aEliate.' Applicants state the proposed 

'15 U.S.C. 79c (1994). 

The Commission granted markct-based authority to PWCC in Pinnacle West 4 

Capital Corporation, 91 FERC f 61,290 (2OOO), reh'a uend ing. 

'PWE is authorized to sell power at market-based rates. &g Pinnacle West 
Energy Corporation, 92 FERC 9 61,248 (2000). 

%e Commission granted market-based authority to APS in Arizona Public 
Service Company, 79 FERC 161,022 (1997). 

'The Application states that the settlement approved by the Arizona CoIporation 
Commission (Arizona Commission) on October 6, 1999, was intended to resolve retail 
electric competition related issues and approve unbundled tariffs. 

1of1 11/30/2000 12:34 PM 
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Docket Nos, ECOO- I 18-000 

transaction would allow APS to conduct business "primarily" as a wires company.' 
Applicants state that, starting in 2003. A P S  would be engaged only in providing regulated 
elecmc transmission and distribution services. The proposed transaction would enable 
P W E  to conduct business as a generating company. It would sell most of the output f?om 
its generating facilities to PWCC, but it may also sell a portion of its output to other 
wholesale customers. As a result of this transaction, PWCC will have a marketing and 
trading department, will act as a power marketer, and will conduct trading and brokering 
functions on behalf of its subsidiaries 
restructuring plan, under separate agreements to be filed with the Commission, PWCC 
will provide APS with all of the generation-related anciIlary services APS needs.g 

- 3  - 
and ECOO- 1 18-00 I 

A P S ,  PWE, and APSES). Pursuant to the 

Applicants claim that the proposed transaction is consistent with the public interest 
because it will not adversely affect competition, rates, or regulation and that it will 
benefit the public interest by: ( I )  finalizing the implementation of retail access in 
Arizona; (2) allowing competition in the generation markets; and (3) enabling APS to ' 
operate its transmission system as a only company." 

111. Notice and Interventions 

Notice of the completed application was ublished in the Federal Register, with 
comments due on or before September 7,2000.' The Arizona Corporation Commission 
(Arizona Commission) filed a notice of intervention. Timely motions to intervene were 
filed by Navajo Tribal Utility Authority (Navajo) and Salt River Agricultural 
Improvement and Power District (Salt River). In addition, a group of municipal water 

* U S  plans to be a "wires" only company once it completes its transfer of its 
nuclear generating units by the end of 2002. Until then, A P S  only claims that it is 
"primarily" a wires only company. &g Application at 7-8. 

A P S  and APS's customers will be the same as the rates in APS's Open Access 
Transmission Tariff (Open Access Tariff) until a market for ancillary services develops in 
Arizona. 

'Applicants state that the ktes for the ancillary services PWCC will provide to 

"Application at 8. 

"65 Fed. Reg. 53,283 (2000). 

11/30/2000 12:35 PM 
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districts in Arizona (Arizona Districts)" and Tohono O'odham Utility Authority 
(Tohono) filed timely motions to intervene accompanied by a prote~t. '~ Tucson Elecmc 
Power Company (Tucson) and Citizens Communications Company (Citizens) filed 
untimely motions to intervene. 

On August 30, 2000, Applicants filed an an5wtr in opposition to the protest of 
Tohono and Arizona Districts. 

IV. Piscussion 
6" 

A. Procedural Matters 

Pursuant to Rule 214 of the Commission's Rules of Practice and Procedure,'* the 
Arizona Commission's notice of intervention and the timely, unopposed motions to 
intervene of Arizona Districts, Tohono, Navajo, and Salt River serve to make them patties 
to this proceeding. In addition, due to the absence of any undue prejudice or delay, we 
will grant the late, unopposed motions to intervene of Tucson and Citizens. W e  mle 
213 (a)(2) of the Commission's Rules of Practice and Pro~edure'~ generally prohibits the 
filing of an answer to protests, we will accept Applicants' answer because it aids our 
understanding and resolution of the issues. 

"Arizona Districts consist of small utilities, political subdivisions. and specid 
districts organized under Arizona law to provide electricity for inigated agriculture and 
rural communities. Arizona Districts are comprised of: Aguila Irrigation District; 
Buckeye Water Conservation & Drainage District; Electrical District Nos. 1,3, and 6 of 
Pinal County; Electrical District No. 7 and 8 of Maricopa County; Harquahda Valley 
Power District; Maricopa County Municipal Water Conservation District No. 1; 
McMullen Valley Water Conservation & Drainage District; Roosevelt lrrigation District; 
and Tonopah Irrigation District. 

Papago Tribe of Arizona. 
"Tohono is a subsidiary of the Tohono O'odham Nation, fomerly known as the 

"18 C.F.R 8 385.214 (2000). 

''18 C.F.R. 4385.213 (aX2) (2000). 

11/30/2000 12:ll PM 
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Section 203(a) of the FPA provides that the Commission must approve a proposed 
merger if it finds that the merger “will be consistent with the public interest.” 16 U.S.C. 
3 824b(a) (1994). The  Commission’s Merger Policy StatementI6 provides that the 
Commission will generally take account of three factors in analyzing proposed mergers: 
(a) the effect on competition; (b) the effect on rates; and (c) the effect on regulation. In 
dispositions of jurisdictional facilities not involving a merger, the Commission applies 
these same factors in assessing whether to authorize such transactions.” Consistent with 
these factors, we find, for the reasons discussed below, that Applicants’ proposed 
transactions are consistent with the public interest Accordingly, we will approve the 
proposed disposition of jurisdictional facilities without further investigation. 

C. Effect on ComDetition 

Applicants state that the proposed transaction will not have an adverse effect on 
competition in the generation or transmission markets, and no intervenor disagrees. We 
agree with Applicants’ general assertion that market structure will not be adversely 
affected by the proposed transaction. We note that the proposed transaction is a transfer 
of jurisdictional facilities internal to the APS/PWCC/pWE corporate family and will not 
result in a net loss of competitors fiom the generation market. Thus, we find that the 
proposed transaction will not adversely affect competition. 

D. Effect on Rates 

I. Arrmments of the Parties 

Applicants state that the proposed transaction will not adversely affect wholesale 
customers’ rates. Applicants state that A P S  does not intend ta alter its transmission rates 
because none of the transmission assets being acquired by P W E  from APS are currently 
included in APS’s transmission tariff rates. Applicants state that A P S  serves most of its 

I6&g Merger Policy Statement, FERC Stats. & Regs. 9 31,044 at 30,117-18. 

Conectiv and NRG Energy, Inc., 92 FERC q 6 1,03 1 at 6 1,069-70 See. I7  

(2000); Wisconsin Public Service Corporation and Upper Peninsula Power Company, 
91 FERC Q 61,322 at 62,108 (2000)); Wisconsin Electric Power Company, 90 FERC 

62,148 (2000). 
761,346 at 62.144 (2000); Wisconsin Power & Light Company, 90 FERC 1 61,347 at 

5 o f 8  11/30/2000 12:11 PM 
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power customers under market-based rates or through transactions with the Western 
System Power Pool (WSPP). Applicants add that, while APS serves some wholesale 
customers under cost-based rates, all but two of those customers can choose alternative 
power suppliers. Applicants also state that they have proposed measures that will protect 
wholesale customers from any potential affiliate abuse that might arise from the 
transaction. Specifically, in the case of wholesale customers whose contracts include a 
pricing provision based on System Incremental Cost (SIC), Applicants propose to cap the 
pass-hough of costs to such wholesale customers at the lesser of APS's SIC or prices 
calculated based on the Palo Verde Index. With regard to customers whose contracts 
contain a Fuel Adjustment Clause (FAC), Applicants propose that they pay the lesser of a 
FAC calculated with inter-affiliate transactions included, or a FAC calculated with the 
inter-affiliate transactions priced not as actual but at the Palo Verde Index price for a 
similar duration, or the average of the actual corrected FAC for the same month for 1998 
or 1999.'* 

Applicants also propose protection for customers taking aricillary services. 
Applicants state that P W E  will sell generation-related anciIlary services to PWCC at the 
rates currently charged under APS's Open Access Tariff.'' PWCC will, in turn, provide 
APS with its generation-related ancillary services at exactly the same charges. APS 
proposes to pass through, to customers subscribing to such ancillary services, the rates it 
pays PWCC for these services under its Open Access Tariff?0 

% 

Tohono argues that APS's SIC pricing provision will adversely impact its rates. 
Tohono argues tbat the Applicants have not shown how such a proVision will effectively 
protect customers such as Tohono. Tohono maintains that the current SIC provision has 
been exceedingly volatile and is likely to become more volatile and unreasonable under 
Applicants' restructuring plan. Tohono states that this volatility occurs because the 
current costs arc based on APS's generating units and that if the sales contracts and 
generating units are transferred to PWE, the SIC costs may be driven by inter-affiliate 
power purchases at negotiated rates." 

'*Application at 10, 

I9PWE and PWCC reserve the right to change such rates and services as their 

20Application at I 1. 

21Tohono Protest at 3-5. 

costs of providing such service change, or as conditions change. 

6 o f 8  11/30/2000 12:12 PM 
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Arizona Districts contend that Applicants failed to provide adequate ratepayer 
protection to their customers for the sale of ancillary services. Thus, Arizona Districts 
request that the Commission approval of the transaction be conditioned on Applicants' 
customers receiving ancillary sewices at cost-based rates for five years under APS's 
existing Open Access Tariff. Secondly, Arizona Districts request the Commission defer 
action in this proceeding until it reviews the Applicants' agreements to sell ancillary 
services at cost-based rates under APS's existing Open Access Tariff. Arizona Districts 
express concern that, although Applicants commit that the acquisition of ancillary 
services will be at AH'S existing Open Access Tariff rates until a market for ancillary 
services develops in Arizona, Applicants reserve the right to propose revisions to the rates 
and conditions of ancillary services as conditions warrant. Arizona Districts maintain 
that Applicants should provide assurances that they will provide ancillary services at 
APSIS existing tariff rates.22 

2. Applicants' Re saonse ~ 

Applicants' answer to Tohono's and Arizona Districts' protests argues that the 
protests should be rejected because the proposal to charge A P S  the same rate as APS 
currently is charged under its Open Access Tarif€ has previously been accepted by the 
Commission.*' In addition, Applicants argue that the Arizona Districts have not 
presented factual evidence that a five-year rate freeze is necessary. 

3. Commission Detenninatioq 

The Commission frnds that the proposed transaction will not have an adverse 
effect on rates. We will accept Applicants' commitment to charge for ancillary services at 
the rates contained in APSIS Open Access Tariff.24 PWE will sell generation-related 
ancillary services to PWCC at rates identical to those APS itself pays under its Open 
Access Tariff. We note that Applicants' proposal does not raise any concerns because the 
ancillary services rates paid by PWCC are the'same as those that other customers are 
required to pay, 

x .-.: .. . ... ~ 

2 2 A r i z ~ ~  Districts Protest at 4-6. 

"Sgg Allegheny Energy Supply Company, 89 FERC fi 6 1,258 ( 1999). 

24However, we note that implementation of this proposal will require timely filing 
under section 205 of the P A .  

7 o f 8  
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With respect to affiliate abuse, we deny Tohono's requests to set this issue for 
hearing. '' Applicants have proposed measures that will protect wholesale customers 
from any potential affiliate abuse associated with the transaction. These measures 
include commitments offered by APS's affiliates, and accepted by the Commission, in 
previous cases.26 Applicant reiterates here that it will continue to abide by these 
commitments. Applicants propose, in the case of wholesale customers whose contracts 
include a pricing provisiotl based on SIC, to cap the pass-through of costs to such 
wholesale customers at the lesser of APS's SIC or prices calculated based on the Palo 
Vtrde Index. 

8 of8 

Moreover, as to any adverse impact resulting from purchased power, we note that, 
at this juncture, these concern are hypothetical. The customers may file complaints 
under section 206 of the FTA in the event these concerns materialize. Furthermore, 
Tohono concedes that, under their existing contract, APS is free to sell power to third 
parties and meet customers' needs through purchased power transactions and &at 
customers would be charged for purchased power at &e SIC. Thus, the proposed transfer 
of jurisdictional assets &om A P S  would not change the status quo in this regard and 
would not adversely affect customers' rates. 

E. Effect on -a tiOQ 

The Commission finds that the proposed transactions will not have an adverse 
effect on regulation. We reach this conclusion because the Commission will continue to 
have jurisdiction over the wholesale transactions of APS that are being tnmsferred to 
PWCC and PWE. Moreover, APS will continue to be subject to the Commission's 
jurisdiction and the Arizona Commission for retail sales. 

F. Consolidation of Do cketq 

Arizona Districts and Tohono request consolidation of this proceeding with that in 
Pinnacle West Energy Corporation, Docket No. EROO-33 12-000. They argue that 
consolidation is appropriate because the proceedings involve the same entity and because 
all of these dockets raise common issues of fact and law. 

'%ohom Protest at 5. 

24PPinnacle West Capital Corporation, 91 FERC 7 61,290 at 61,998 (2000), &g m. &g also Pinnacle West Energy Corporation, 92 FERC 7 61,248 at 61,790-91 
(2000), nh'e pending. 

11/30/2000 12:13 PM 
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We see no need to consolidate this proceeding with any other proceeding, since we 
are not setting it for hearing. Moreover, we note thaf on September 26,2000, the 
Commission issued an order accepting PWE's proposed market-based rate tariff 

F e  Commission orders: 

(A) The motions to intervene of Arizona Districts, Tohono, Navajo, Salt River, Tucson, 
and Citizens are hereby granted, as discussed in the body of this order, 

(B) Applicants' answer to the protests of Tohono and Arizona Districts is hereby granted, 
as discussed in the body of this order; 

(C) The proposed disposition ofjurisdictional facilities is hereby authorized, on the 
terms and conditions and for the purposes set forth in the application, as discussed in the 
body of this order; 

(D) The foregoing authorization is without prejudice to the authority of the Commission 
or any other regulatory body with respect to rates, service, accounts, valuation, estimates 
or determinations of cost, or any other matter whatsoever now pending or which may 
come before the Commission; t 

(E) Nothing in this order shall be construed to imply acquiescence in any estimate or 
determination of cost or any valuation of property claimed or asserted; 

(F) The Commission retains authority under sections 203(b) and 309 of the FPA to issue 
supplemental orders as appropriate; and 

(G) Applicants shall promptly notify the Commission of the date the disposition of 
jurisdictional facilities is consummated. 

By the Commission. 

(SEAL) 

6- wood A. Watson, Jr., 
Acting Secretary. 
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Securities and Exchange Commission 
450 Fifth Street, N.W. 
Washington, D.C. 30549 

Re: Pinnacle West Capital Corporation Form U- 1 Application / Declaration 
(File No. 070-09745) 

Ladies and Gentlemen: 

We are Arizona counsel for Pinnacle West Capital Corporation, an Arizona corporation 
(the “Conipany”), and are familiar with the matters relating to the “Reorganization,” as such + 

term is defined in the Form U- 1 Application / Declaration (File No. 070-09745) under the Public 
Utility Holding Company Act of 1935, as amended (the “Act”), filed with the Securities and 
Exchange Commission (the “Commission”) by the Company on September 12, 2000 (the 
”Applicrrtion“). Capitalized terms used herein and not otherwise defined will have the meanings 
w given in the Application. The term “Assets,” when used herein will mean those assets actually 
contributed to Transitory Subsidiary in the Reorganization, as contemplated in the Application. 
The term “Assumed Debt,” when used herein, will mean the indebtedness of A P S  actually 
assumed or agreed to be assumed by Transitory Subsidiary and ultimately by PWE in the 
Reorganization, as contemplated in the Application. Insofar as the fossil assets of APS may be 
acquired by PWE at different times, it is understood that the term “Reorganization,” when used 
herein, will refer only to the first transaction described herein and in the Application whereby 
P W E  acquires Assets of APS. We are aware that PWE may file an application with the Federal 
Energy Regulatory Commission for temporary status as an exempt wholesale generator pending 
Commission approval under the Act. As described in the Application, the Reorganization 
involves the following: 

1. The formation of Transitory Subsidiary as a wholly-owned subsidiary of APS (the 
“Formation”) ; 

SY I799 $ 

nombcr. LEX MLSOI. a global aj~ociation of independent law f i n s  wlth mcrnben Ln 
the L w e d  states and 60 countries throughout the world. 



Snell6 Wilmer 
L.L.P 

Securities and Exchange Commission 
November 20, 2000 
Page 2 

_ .  7 The contribution of the Assets and the Assumed Debt by APS to Transitory 
Subsidiary in exchange for the common stock of Transitory Subsidiary (the 
‘‘ Cnp itnlizntion” ) ; 

3 .  The distribution of the stock of Transitory Subsidiary by APS to the Company 
(the “Spin-off’); and 

4. The merger of Transitory Subsidiary into PWE, with PWE surviving (the 
“Merger”). 

Among other things, we have examined: 

(a) The Application; 

(b) The parties’ corporate proceedings and the proceedings before the .Arizona 
Corporation Commission (the “ACC’) relative to the Reorganization and related. 
matters; and 

(c) Such other documents and certificates (including those being delivered to you 
concurrently herewith) and such statutes, rules, and regulations as we have 
deemed relevant. 

In our examination of the documents referred to above, we have assumed (i) the 
genuineness of the signatures not witnessed, the authenticity of documents submitted to us as 
originals, and the conformity to originals of documents submitted to us as copies; (ii) the legal 
capacity of all natural persons executing such documents; (iii) that such documents accurately 
describe and contain the mutual understanding of the parties, and that there are no oral or written 
statements or agreements that modify, amend, or vary, or purport to modify, amend, or vary, any 
of the terms of such documents; (iv) with respect to the Assumed Debt, that each such entity 
(other than APS, PWE, and Transitory Subsidiary), and with respect to all such other documents, 
that each such entity, had the power to enter into and perform its obligations under such 
documents, and that such documents have been duly authorized, executed, and delivered by, and 
are valid, binding upon, and enforceable against, such entities; (v) that the parties to such 
documents will receive no interest, charges, fees, or other benefits or compensation in the nature 
of interest in connection with the transactions other than those that the Company has agreed in 
writing in such documents to pay; and (vi) that no fraud has occurred in connection with such 
transactions. 

Based upon the foregoing, and subject to the assumptions and conditions set forth herein, 
we are of the opinion that, in the event that the Reorganization is consummated in accordance 
with the Application: 

891799 Y 
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1. 

2. 

3 .  

4. 

5 .  

-. 
6. 

7. 

8. 

All laws of the State of Arizona applicable to the Reorganization will have been 
complied with. 

Following the Formation and the Capitalization, Transitory Subsidiary will be 
validly organized and duly existing. 

The common stock of Transitory Subsidiary issued to APS in the Formation and 
the Capitalization will be validly issued, fblly paid and non-assessable, and APS, 
as the holder of such stock following the Formation and the Capitalization, and 
the Company, as the holder of such stock immediately following the Spin-off, will 
be entitled to the rights and privileges appertaining thereto set forth in the articles 
of incorporation of Transitory Subsidiary. 

P W E  is validly organized and duly existing. 

The common stock of PWE to be held by the Company following the 
Reorganization will be validly issued, M y  paid and non-assessable, and the . 
Company, as the holder of such stock immediately following the Merger, will be 
entitled to the rights and privileges appertaining thereto set forth in the articles of 
incorporation of PWE. 

Following the Capitalization, the Assumed Debt that is assumed effective as of 
the date of the Capitalization will be the valid and binding obligation of 
Transitory Subsidiary in accordance with its terms. Upon the effective time of the 
Merger, the Assumed Debt that is assumed effective as of the date of the Merger 
be the valid and binding obligation of PWE in accordance with its terms. 

I 

Upon the effective time of the Spin-off, the Company will legally acquire the 
common stock of Transitory Subsidiary issued in the Capitalization, 

The consummation of the Reorganization will not violate the legal rights of the 
holders of any securities issued by the Company or any “associate company,” as 
defined in the Act, thereof. 

The opinions expressed above are subject to the following assumptions and conditions: 

(a) The Reorganization, as contemplated by the Application, will be authorized by 
the Commission. The Commission will duly enter an appropriate order or orders 
with respect to the Reorganization, as described in the Application, granting and 
permitting the Application to become effective under the Act and the rules and 
regulations thereunder and the Reorganization will be consummated in 
accordance with the Application. 

891 799.8 
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(b) The Reorganization will be duly authorized and approved to the extent required 
by the governing documents and applicable federal and state laws, by the board of 
directors of each of APS, Transitory Subsidiary and PWE, and by the Company as 
the sole shareholder of APS, Transitory Subsidiary and PWE, and such 
authorizations and approvals remain in full force and effect. 

Without limitation of paragraph (b) above, the board of directors of Transitory 
Subsidiary will authorize the issuance of the common stock to APS in the 
Capitalization in accordance with Arizona law, and the number of shares so 
issued will be authorized in the articles of incorporation of Transitory Subsidiary. 

(c) 

(d) The Spin-off will be effected in accordance with Arizona law and the amount 
thereof will not exceed any limitation contained in APS’ articles of incorporation. 

(e) Instruments of merger will be duly and validly filed with the ACC, and such other 
corporate formalities as are required by the laws of the State of Arizona for the 
consummation of the Merger will be taken, and the Merger will become effective 
in accordance with the laws of the State of Arizona. 

(0 None of the Capitalization, the Spin-off or the Merger will constitute a fraudulent 
conveyance and APS will not be rendered insolvent as a result of the 
Reorganization. 

(g) All required approvals, authorizations, consents, certificates, and orders of, and all 
filings and registrations with, all applicable federal and state commissions and 
regulatory authorities with respect to the Reorganization will be obtained or made, 
as the case may be, and remain in effect (including the approval and authorization 
of the Commission under the Act, the Federal Energy Regulatory Commission 
under the Federal Power Act, as amended, and the rules and regulations 
thereunder, and the ACC under the applicable laws of the State of Arizona), and 
the Reorganization will be accomplished in accordance with all such approvals, 
authorizations, consent, certificates, orders, filings and registrations. APS will not 
utilize utility finds to form Transitory Subsidiary or to divest itself of Transitory 
Subsidiary. 

(h) The parties will comply with, or obtain all consents, waivers and releases, if any, 
required for the Reorganization under all applicable governing corporate 
documents, contracts, agreements, debt instruments, indentures, franchises, 
licenses, and permits to be listed on a schedule to be provided by the Company 
and/or any of its associate companies. 
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(9 

C i )  

Our opinions herein are given solely with respect to the actual effectuation of the 
Reorganization, including with respect to consents, licenses, permits, filings with 
and approvals of governmental authorities that are required to effect the 
Reorganization, and no opinion is given as to whether APS, the Company, 
Transitory Subsidiary, or PWE or their businesses or operations are currently in 
compliance with any laws or will be after the Reorganization or as to any 
consents, licenses, permits, filings with or approvals of any governmental body or 
agency or other person required for the ownership or operation of the Assets 
before or following the Reorganization. 

The opinions set forth in paragraph 6 herein are subject to, and limited by, the 
following: 

the effect of any applicable bankruptcy, insolvency, reorganization, 
arrangement, moratorium or other similar laws relating to or affecting 
creditors rights senerally; 

the effect of general principles of equity, including (without limitation) 
concepts of materiality, reasonableness, good faith and fair dealing 
(regardless of whether considered in a proceeding in equity or at law); 

the qualification that certain waivers, procedures, remedies, and other 
provisions of the documents governing the Assumed Debt may be 
unenforceable under or limited by the law of the State of Arizona; 
however, such law does not, in our opinion, substantially prevent the 
practical realization of the benefits intended by such documents; and 

we express no opinion as to the effect of the law of any jurisdiction other 
than the State of Arizona wherein any creditor may be located or wherein 
enforcement of the Assumed Debt may be sought which limits the rates of 
interest legally chargeable or collectible. 

1 

No act or event other than as described herein shall have occurred subsequent to 
the date hereof that would change the opinions expressed herein. 

The Reorganization will be consummated as described in the Application or with 
such changes as we have approved, and all legal matters incident thereto will be 
satisfactory .to us. With respect to required approvals of the ACC, we note that 
two parties have filed legal actions challenging the validity of the Settlement as 
approved by the ACC. However, under Arizona law, an ACC order remains in 
effect pending appeal. 
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(m) In giving the final opinion required by the Commission in connection with the 
Reorganization, we may rely exclusively upon opinions of other counsel to the 
Company as to certain matters, or such other counsel may provide certain of such 
opinions in separate opinion letters provided to the Commission concurrently with 
our final opinion. 

The opinions expressed herein are limited to the laws of the State of Arizona and, with 
respect to paragraphs 6 and 7, the federal law of the United States of America and we express no 
opinion on the laws of any other jurisdiction. Without limiting the foregoing, opinions herein 
relating to labor/employment or employee benefit matters, environmental matters, taz< matters, 
and real estate matters are limited to the laws of the State of Arizona. The opinions expressed 
herein are based upon the law in effect on the date hereof, and we assume no obligation to revise 
or supplement this opinion should such law be changed by legislative action, judicial decision, or 
in any other manner, or otherwise to notify you of any changes in law or fact relevant to the 
opinions expressed herein. This opinion letter is rendered solely for your benefit in connection 
with the transactions described above, and this opinion letter is not to be used, circulated, quoted, . 
or otherwise referred to for any other purpose. 

We hereby consent to the use of this opinion as an exhibit to the Application. 

Very truly yours, 
S&a LJ,\,, L i C  . 
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Securities and Exchange Commission 
450 Fifth Street, N.W. 
Washington, D.C. 20549 

Re: Pinnacle West Capita1 Corporation 
Form U- 1 Applicatiofleclaration 
(File No. 070-09745) 

Ladies and Gentlemen: 

We are special New Mexico counsel for Pinnacle West Capital 
Corporation, an Arizona corporation (the "Company"), in regard to certain 
matters relating to the "Reorganization," as such term is defined in the Form 
U-1 ApplicatiodDeclaration (File No. 070-09745) under the Public Utility 
Holding Company Act of 1935, as amended (the "Act"), filed with the 
Securities and Exchange Commission (the "Commission") by the Company 
on September 12, 2000 (the "Application"). Capitalized terms used herein 
and not otherwise defined will have the meanings given in the Application. 
The term "Four Corners Transfer," when used herein, will mean the transfer 
of the Four Comers Power Plant from APS to PWE pursuant to the 
Reorganization, as contemplated in the Application, which we have 
examined. 

APS has represented to us, and we have relied upon such 
representation, that the only business in which it is engaged in the State of New 
Mexico consists of and is limited to ownership and operation of electric 
generating units (or undivided interests therein) and electric transmission lines, 
sales of electricity at retail to BHP Navajo Coal Company ("BHP") solely for 
its conduct of coal mining operations on the Navajo Reservation ("BHP 
Contract"), transmission of electricity from Tucson Electric Power Company 
to the Navajo Tribal Utility Authority for resale, and wholesale transactions 
with other utilities. 

APS and PWE have represented to us, and we have relied upon such 
representation, that the only asset located in the State of New Mexico that is 
being transferred from APS to PWE pursuant to the Reorganization is the Four 
Comers Power Plant. 

t 

Mailing Address 
PO Drawer AA 
Albuquerque NM 87103 
Main Phone 
505-346-4646 

Street Address 
Albuquerque Plaza 
201 Third NW, 12th floor 
Albuquerque NM 87102 
Fax: 505-346-1370 
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Albuquerque NM 87102 
Far 505-346-1345 
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PWE has represented to us, and we have relied upon such 
representation, that it is not currently engaged in any business in the State of 
New Mexico, and that the only business in which it will be engaged in the 
State of New Mexico immediately following the Reorganization consists of 
and is limited to ownership and operation of electric generating units (or 
undivided interests therein) at the Four Comers Power Plant and the sale of 
power and energy at wholesale from the Plant. 

' 

The Company has represented to us, and we have relied upon such 
representation, that it is not engaged in any business in the State of New 
Mexico. 

Our opinions herein are given solely with respect to the actual 
effectuation of the Four Comers Transfer, and no opinion is given as to 
whether APS, the Company, Transitory Subsidiary or PWE, or their businesses 
or operations, are currently in compliance with any laws, or will be after the 
Reorganization, or as to any consents, licenses, permits, filings with or 
approvals of any governmental body or agency or other person required for the 
ownership or operation of the Four Comers Power Plant before or following 
the Reorganization. 

. 

Our opinions relate only to the Four Comers Transfer. In respect only 
of the laws of New Mexico, and subject to the qualifications and limitations 
with respect to this opinion letter set forth above, we are of the opinion that: 

1. The activities of APS in the State of New Mexico to 
date do not constitute it a "public utility" as that term is 
defined in the relevant laws of the State of New Mexico, 
and accordingly, no approval, authorization, or consent 
of the New Mexico Public Regulation Commission is 
required by APS for the Four Comers Transfer 
contemplated in the Application. In addition, the rates 
and charges pursuant to the BHP Contract between APS 
and BHP are not subject to regulation by the New 
Mexico Public Regulation Commission. 

2. The activities of PWE in the State of New Mexico to 
date do not, and immediately following the 
Reorganization will not, constitute it a "public utility" as 
that term is defined in the relevant laws of the State of 
New Mexico, and accordingly, no approval, 
authorization, or consent of the New Mexico Public 
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Regulation Commission is required by PWE for the 
Four Comers Transfer contemplated in the Application. 

The opinions expressed herein are limited to the laws of the State of 
New Mexico and we express no opinion about the laws of any other 
jurisdiction. The opinions expressed herein are based upon the law in effect on 
the date hereof, and we assume no obligation to revise or supplement this 
opinion should such law be changed by legislative action, judicial decision, or 
in any other manner, or otherwise to notify you of any changes in law or fact 
relevant to the opinions expressed herein. Without limitation of the foregoing, 
we express no opinion on the requirements that might become applicable upon 
the implementation of open access in New Mexico, currently scheduled to 
begin January 1, 2002. This opinion letter is rendered solely for your benefit 
in connection with the Four Comers Transfer described above, and this opinion 
letter is not to be used, circulated, quoted, or otherwise referred to for any other 
purpose. 

We hereby consent to the use' of this opinion as an exhibit to the 
Application. 

Yours truly, 

smmOO90 

KELEHER & MCLEOD, P.A. 

By: &UTI A ~ b r r n a a  
Susan M. McCormack 
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Pursuant to Sections 9(a)(2) and 10 of the Public Utility Holding Company Act of 1935 

(the “Act”), Pinnacle West Capital Corporation, an Arizona corporation (“PNW’), hereby 

requests approval from the Securities and Exchange Commission (the “Commission”) to 

establish a new public-utility company subsidiary in connection with the proposed corporate 

reorganization (the “Reorganization”) involving the relocation of certain generation assets fiom 

Arizona Public Service Company (“APS”), PNW’s existing public-utility company subsidiary, to 

Pinnacle West Energy Corporation (“PWE”), another wholly-owned subsidiary of PNW. As a 

result of this Reorganization, PWE will become an “electric utility company” and a “public- 

utility company” within the meaning of the Act, and, therefore, PNW will acquire an additional 

public-utility subsidiary. (However, PWE will not become a public service corporation under 

Arizona state law.) PNW will continue to meet the requirements for an intrastate exemption 

under Section 3(a)(l) of the Act and will continue to file annual exemption statements on Form 

U-3A-2 pursuant to Rule 2 of the Commission’s regulations. 

The purpose of the Reorganization is to comply with certain requirements set forth in 

rules adopted by the Arizona Corporation Commission (“ACC”) that provide the framework for 

introduction of retail electric competition in Arizona (the “Competition Rules”), and in a final 

ACC order approving APS’ settlement with various parties with respect to implementation of the 

Competition Rules (the “Settlement”). Pursuant to the Competition Rules and the Settlement, 

APS must separate its generating assets and competitive services fi-om its transmission and 

distribution fknctions no later than December 3 1,2002. PNW seeks Commission approval now, 

however, because APS intends to move a substantial portion of its generating assets to PWE 

during 2001. There may be some delays in moving particular assets from APS to PWE, pending 
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receipt by APS of certain consents or waivers from third parties with respect to such assets, but 

most of the non-nuclear generating assets are to be moved to PWE during 2001. 

ITEM 1 DESCRIPTION OF PROPOSED TRANSACTION 

A. Description of the Parties 

1. Pinnacle West Capital Corporation: PNW was incorporated in 1985 

under the laws of the State of Arizona. Through its subsidiaries, PNW is engaged in the 

generation, transmission, and distribution of electricity and the sale of energy services.. Also 

through subsidiaries, PNW is involved in real estate development and in venture capital 

investment. On December 31, 1999, PNW employed approximately 7,534 people, including the 

employees of its subsidiaries. Of these employees, 6,234 were employees of its existing public- 

utility subsidiary, APS, and employees assigned to joint projects of APS where APS serves as a 

project manager. PNW’s principal executive offices are located at 400 East Van Buren, Phoenix 

Arizona 85004. P W  is currently a public-utility holding company exempt from the provisions 

of the Act, except Section 9(a)(2), by reason of its filing of annual exemption statements on Form 

U-3A-2 pursuant to Rule 2 of the Commission’s regulations. 17 C.F.R. 6 250.2(a). PNW’s 

direct, wholly-owned subsidiaries are described below and a copy of PNW’s most recent Form 

U-3A-2 is attached as Exhibit G- 1. 

2. Arizona Public Service Company: APS is a public-utility company 

incorporated in 1920 under the laws of the State of Arizona. APS is a wholly-owned subsidiary 

of P W .  APS’ principal executive offices are located at 400 North Fifth Street, Phoenix Arizona 

85004. APS provides retail electric services principally in the State of Arizona and is actively 

engaged in the competitive wholesale electric markets. APS is subject to regulation by the ACC 



with respect to retail rates, accounting, service standards, service territory, issuances of securities, 

siting, of generation and transmission projects and various other matters. 

APS is also subject to the jurisdiction of the Federal Energy Regulatory Commission 

(“FERC”) under Parts I, 11, and 111 of the Federal Power Act for certain phases of its business, 

including regulation of its rates relating to wholesale sales of energy and interstate transmission, 

licensing its hydroelectric stations, accounting, and certain other matters. APS ’ current business 

structure consists of thee primary business units: generation; power marketing; and 

transmission/distribution. The following briefly describes these business units. 

a. Generation -- APS currently owns or leases generating facilities with a 

total accredited capacity of approximately 4,000 megawatts. The fuel mix of APS’ generation 

capacity is 41.8% cod; 31.5% gas or oil; 26.5% nuclear; and less than 1% other. APS’ sources 

of energy during 1999 were approximately 56.8% fi-om its own generation resources and 

approximately 43.2% from purchased power. The Reorganization involves the relocation of a 

substantial portion of APS’ generating facilities and related facilities, as well as the transfer of 

certain of the employees of APS’ generation business unit. The generating assets being moved to 

PWE during 2001 are briefly described below.’ Also, attached, as Exhibit E-1, is a map showing 

the location of each of APS’ generation facilities. 

I In addition to &e generating facilities to be nioved during 2001, APS also o m i s  or leases an interest in the 
Palo Verde Nuclear Generating Station (“PVNGS”), a three-unit nuclear generating facility located in Wintersburg, 
Arizona approximately 55 miles west of Phoenix, Arizona. The total accredited capacity of PVNGS is 3,733 
megawatts, of which AF’S owns or leases 29.1%, or approximately 1,086 megawatts. APS is also the operator of the 
facility. There are six other co-owners of PVNGS, which collectively own or lease the remaining 70.9%. 
Ownership is in the form of a co-tenancy, and the co-owners are not affiliates of one another. A P S  operates 
PVNGS pursuant to an agreement in which each owner pays its proportionate share of the cost of operating the 
facility. While the Reorganization involving APS’ non-nuclear generating facilities is contemplated to occur during 
2001, APS does not plan to move its interest in PVNGS to PWE until 2002. The delay in moving the nuclear assets 
is to ensure additional time to adequately address complicated contractual arrangements, such as sale and leaseback 
provisions between APS and certain owner trusts to which APS has sold and leased back a portion of its interest in 
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Four Comers Po 

Four Corners is a five-unit coal fired power plant located near Farmington, New Mexico 

wer Plan t p o u r  CO& 3 .  

on the Navajo Reservation. The property underlying the plant is held under easements granted 

by the federal government and under leases from the Navajo Nation. Units 1,2 and 3 have an 

accredited capacity of 560 megawatts. These units are 100% owned and operated by APS. Units 

4 and 5 have an accredited capacity of 1,480 megawatts; APS owns 15% of units 4 and 5, or 222 

. megawatts. The remaining interests in units 4 and 5 are co-owned by five other entities. 

Ownership of units 4 and 5 is through a co-tenancy arrangement, and the co-owners are not 

affiliates of one another. APS operates Four Corners units 4 and 5 pursuant to an agreement in 

which each owner pays its proportionate share of the operating cost. 

Cholla Po wer Plant ( 66 

Cholla is a four-unit coal-fired power plant located in Navajo County approximately 200 

miles northeast of Phoenix, Arizona. Units 1,2 and 3 have an accredited capacity of 615 

megawatts. These units are 100% owned and operated by APS. Unit 4 has an accredited 

capacity of 380 megawatts; unit 4 is 100% owned by another unaffil ated entity. APS is also the 

operator for this unit. 

c c " a v  39). 
t Navajo Po wer Plant ( 

Navajo is a three-unit coal-fired plant located south of Page, Arizona. The total accredited 

capacity for the plant is 2,250 megawatts. APS owns 14%, or 3 15 

remaining interests in the plant are co-owned by five other entities 

APS. APS does not operate Navajo. 

awatts of this piant. The 

h are not affiliated with 

PVNGS Unit 2 and the PVNGS common facilities. There are also certain financial and economic considerations 



Saguaro is a four-unit power plant consisting of two gadoil-fired steam units and two 

gadoil-fired combustion turbine units and is located 30 miles north of Tucson, Arizona. The total 

accredited capacity for the plant is 3 19 megawatts. Steam units 1 and 2 have a combined 

capacity of 209 megawatts, and the two combustion turbines have a combined capacity of 110 

megawatts. This plant is 100% owned and operated by APS. 

Ocotillo Po wer Plant (“Ocotillo”); 

Ocotillo is a six-unit multi-fueled generating plant located in Tempe, Arizona. Two u i t s  

are gadoil-fired steam units; two units are gasioil-fired combustion turbines; and two units are 

solar. The total accredited capacity for steam units 1 and 2 is 226 megawatts; for combustion 

turbine units 1 and 2, the accredited capacity is 110 megawatts; and for solar units 1 and 2, the 

accredited capacity is 172 kilowatts. This plant is 100% owned and operated by APS. 

Yucca is a five-unit gadoil combustion turbine plant located near Yuma, Arizona. The 

accredited capacity of units 1 ,2 ,3  and 4 is 147 megawatts. These units are 100% owned and 

operated by APS. Unit 5 and a separate steam unit are owned by a separate, unaffiliated entity 

but operated by APS. 
. 
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West Phoenix Po wer & nt (“‘West Phoe n’ ix 9 ’ .  I 

West Phoenix is a six-unit gadoil-fired steam, combustion turbine, and combined cycle 

generation plant located in Phoenix, Arizona. Combustion turbine units 1 and 2 have an 

accredited capacity of 110 megawatts; combined cycle units 1,2 and 3 have an accredited 

capacity of 255 megawatts; and steam units 4,5 and 6 have an accredited capacity of 108.3 

megawatts. APS owns or leases and operates 100% of West Phoenix and is entitled to 100% of 

the output. >p 

. .  ,DouPlas/Falrvl - ew Power Plant: 

DouglasEairview is a single combustion turbine unit with a capacity rating of 16 

megawatts located near Douglas, Arizona. DougladFairview is 100% owned and operated by 

APS. 

Solar Pow er Plan tS 

APS also owns a number of solar units that will be moved to PWE as part of the 

Reorganization. These solar units are located around the state (primarily in the Phoenix 

metropolitan area) and have a total combined capacity rating of 1 megawatt. 

b. Power Marketing -- APS’ Power Marketing and Trading division 

(“Power Marketing”) primarily engages in the sale and purchase of electric capacity and energy 

in the wholesale market. Power Marketing sells excess power from APS’ generation facilities 

and also purchases energy from other entities to meet APS’ requirements to supply retail and 

wholesale customers, Power Marketing also engages h hedging transactions in forward markets 

for electricity and fuel and in the purchase and sale of emission allowances as part of APS’ effort 

to manage risks associated with its generation and distribution activities. The ACC Competition 

. 
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Rules and Settlement contemplate that as a competitive asset, APS would also move its Power 

Marketing division to an affiliate. Accordingly, on October 1,2000, Power Marketing became a 

division of PNW.’ 

c. Traizsmission/2)isrribution -- APS owns and operates approximately 

5,296 iniles of transmission lines, of which all but 140 miles are located within the State of 

Arizona. APS’ transmission was built primarily to bring generation from its power plants to its 

retail electric loads in Arizona. Ownership and operation of APS’ transmission facilities is 

subject to regulation by FERC. Transmission rates are prescribed by FERC and the use of and 

access to the transmission system is subject to FERC’s open access requirements set forth in 

FERC Order No. 888. As of December 31, 1999, APS’ distribution system served 

approximately 827,000 electric retail customers in its service territory within the State of 

Arizona. APS provides distribution services in 1 1 of Arizona’s 15 counties, including the 

metropolitan Phoenix area. Pursuant to the Settlement approved by the ACC in 1999, which is 
5 

more fully discussed below, retail rates have been set until July 1 2004, subject to conditions or 

circumstances which constitute an emergency. APS’ transmission and distribution business will 

remain with APS under the Reorganization. 

PNW itself did not become an electric utility company when this occurred. The Commission and Staff 2 

have both recognized, on numerous occasions, that marketing activities are not utility activities under the Act. &e, 
s, UNITIL, Holding Company Act Release No. 26650 (Jan. 21, 1997); SEI Holdings. Inc., Holding Company Act 
Release No. 26581 (Sept. 26,1996); Sunoco Power Marketing, L.L.C., SEC No-Action Letter, 1997 SEC No-Act. 
LEXIS 785 (July 24, 1997); Enron Cauitalk Trade Resources Corn., SEC No-Action Letter, 1997 SEC No-Act. 
LEXIS 287 (Feb. 13, 1997); Eastex Power Marketing. Inc., SEC No-Action Letter, 1996 SEC No-Act. LEXIS 536 
(Apr. 30, 1996); LG&E Power Marketing. Inc., SEC No-Action Letter, 1996 SEC No-Act. LEXIS 5 10 (Apr. 26, 
1996); Coral Power. L.L.C., SEC No-Action Letter, 1996 SEC No-Act. LEXIS 3 14 (Feb. 22, 1996); AIG Trading, w, SEC No-Action Letter, 1995 SEC No-Act. LEXIS 195 (Jan. 20, 1995); Inter-Coast Power MarketinE Co., 
SEC No-Action Letter, 1994 SEC No-Act. LEXIS 886 (Dec. 6,1994); Electric Clearinghouse. Inc., SEC No-Action 
Letter, 1994; SEC No-Act. LEXIS 452 (Apr. 13, 1994); CRSS Power Marketing. Inc., SEC No-Action Letter, 1994 
SEC No-Act. LEXIS 431 (Mar. 3 1, 1994). 
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3. Pinnacle West Energy Corporation: PWE was incorporated in Arizona on 

September 27, 1999 under the laws of the State of Arizona. PWE is a wholly-owned subsidiary 

of PNW. PWE was organized primarily to engage in the business of developing, owning, and 

operating generation plants used for the production and sale of wholesale energy. Currently, 

PWE is engaged in the development of approximately 2,600 megawatts of generating capacity in 

the State of Arizona and operations in other states are contemplated, too; however, PWE is not 

currently an electric utility company or a public-utility company within the meaning of the Act. 

Upon consummation of the Reorganization described herein and the subsequent relocation of 

APS’ nuclear generating facilities, PWE will own or lease the generation facilities currently 

owned or leased by APS and will assume APS’ responsibilities as operator of the facilities 

described above, with the exception of the Navajo Generating Station, which will continue to be 

operated by another, unaffiliated entity.‘ PwE’s principal place of business is 400 North Fifth 

Street, Phoenix, Arizona 85004. 

4. APS Energy Services Company, Inc. (“APSES”): APSES is an Arizona 

corporation formed in 1998. APSES is a wholly-owned subsidiary of PNW. APSES was 

organized as a retail power marketer to provide retail energy and related retail energy services to 

customers throughout Arizona, California, and other states that have instituted retail direct 

access. APSES does not own or control electric power generation, transmission, or distribution 

facilities4 APSES’ principal place of business is 400 East Van Buren Street, Phoenix, Arizona. 

3 In the future, PWE may also acquire or develop other generating assets. To the extent necessary for PNW 
to maintain its intrastate exemption, PWE may establish exempt wholesale generator (“EWG”) subsidiaries to own 
and/or operate future assets that may be located out of state. 



5. SunCor Development Company (“SunCor”): SunCor was incorporated in 

1965 under the laws of the State of Arizona. SunCor is a wholly-owned subsidiary of PNW. 

SunCor is engaged in commercial and residential real estate development. SunCor is not 

engaged in generating, transmitting, distributing or selling electric energy and will not be 

affected by the Reorganization. SunCor’s principal place of business is 3838 North Central, 

Suite 1500, Phoenix, Arizona 85012. 

6. El Dorado Investment Company (“El Dorado”): El Dorado was 

incorporated in 1983 under the laws of the State of Arizona. El Dorado is an investment 

company and wholly-owned subsidiary of PNW. El Dorado is not engaged in the business of 

generating, transmitting, distributing, or selling electric energy and will not be affected by the 

Reorganization. El Dorado’s principal place of business is 400 East Van Buren Street, Suite 800, 

Phoenix, Arizona 85004. 

B. Regulatory Background 

The Reorganization is being undertaken in accordance with the Competition Rules and 

Settlement. Specifically, in Arizona, the ACC has adopted the Competition Rules to expedite the 

transition to retail electric competition. Among other things, the Competition Rules required that 

APS separate its generation assets and competitive business activities from its transmission and 

distribution functions. In 1999, the ACC approved the Settlement between APS and several 

customer groups and consumer advocates resolving retail electric competition-related issues and 

approving unbundled tariffs.’ Under the terms of the Competition Rules and the settlement, 

retail choice for APS’ retail customers is being phased-in. All of APS’ retail customers will be 

5 The ACC order approving the Settlement is attached as Exhibit D-4. 
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entitled to choose their retail power supplier beginning January 1,200 1 .6 The retail rates of 

customers that continue to take filly bundled service fkom APS and do not choose an alternative 

supplier will be subject to planned rate reductions that will continue until July, 2004.’ Under the 

Settlement, APS is entitled to apply for a change in the agreed upon rate reductions only in the 

event of an emergency or a material change in its cost of service as a result of specified 

extraordinary events. The Settlement also requires APS to complete separation of its generation 

assets by December 31,2002.* 
.E\ 



C. The Reorganization 

PNW and APS propose to undertake the Reorganization pursuant to the arrangements 

described in the Term Sheet,’ attached as Exhibit B-1 hereto. 

The principal transactions associated with the Reorganization are described below. As 

previously mentioned, APS and PWE are both currently direct, wholly-owned subsidiaries of 

PNW. APS and PWE will be the only two “public-utility company” (as defined in the Act) 

subsidiaries of PNW upon the completion of the Reorganization. It is contemplated that the 

following transactions will occur during 2001 : First, APS will contribute the bulk of its fossil 

and solar generating facilities, assets and related operational agreements to one or more of these 

newly-fonned subsidiaries (hereafter “Transitory Subsidiaries”) which will be wholly-owned by 

AF’S. This transaction is intended to qualify as a tax-deferred reorganization under Internal 

0 
Revenue Code (“IRC”) Section 368(a)(l)(D). Second, APS will distribute or cause to be 

distributed all of the stock of each Transitory Subsidiary to PNW in a transaction intmded to 

qualify as a tax-deferred spin-off under IRC Section 355. Third, under state law, the Transitory 

Subsidiaries will then be merged into PWE (with PWE as the surviving entity) in a transaction 

intended to qualify as a tax-deferred statutory merger under IRC Section 368(a)(l)(A). It is 

contemplated that the three aforementioned transactions will occur simultaneously. 

When the Reorganization is complete and APS’ nuclear generating assets have been 

moved to PWE, APS’ existing divisional structure in which its electric utility operations are 

divided along functional lines will be formalized, and separate corporate entities will engage in 

the transmissioddistribution of electricity and the generation of electricity. APS will become a 

9 Although the term sheet indicates that the Reorganization will take place “on or before January 1,200 1 ,” 
the Reorganization is now contemplated to occur during 2001. 
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e “wires” company and continue to own and operate its existing electric transmissioddistribution 

system, and PWE will become a “generating” company and will own or lease and operate APS’ 

existing generation assets and sell the output from these assets at wholesale to Power Marketing. 

Power Marketing, in turn, is expected then to sell power to APS and other non-affiliated power 

purchasers. APS will continue to provide transmission and distribution services at regulated 

rates, as well as provide energy to those retail customers in APS’ existing service territory that do 

not elect to use an alternate retail power supplier. A diagram of PNW’s corporate structure, after 

the Reorganization is complete and the nuclear generating facilities have been moved to PWE, is 

shown on Appendix B to Exhibit D-1 attached hereto. 

Consummation of the Reorganization is subject to certain conditions as stated in the Term 

Sheet attached as Exhibit B-1. Principally, these condition; include: (a) the approval of the 

Commission under Section 9(a)(2) of the Act; (b) approvals of FERC under Sections 203 and 

205 of the Federal Power Act 16 U.S.C. 55824b and d (1994); and (c) consents and waivers of 

certain third parties with respect to contracts associated with the generation assets. The approval 

of the ACC has already been granted. lo No PNW shareholder approval is required in connection 

with the Reorganization. Although APS does not believe that shareholder approval is required 

for the Reorganization, the approval of its sole shareholder is being obtained.” The approval of 

APS’ Board of Directors was obtained prior to the end of 2000. 

lo  Approval from the Nuclear Regulatory Commission (“NRC”) will be obtained in connection with the 
movement of U S ’  interest in its nuclear generating assets, which will occur by year-end 2002. No NRC approval, 
however, is necessary in connection with the Reorganization involving APS’ non-nuclear generating facilities, 
Approval of some plant participants may also be required. 

As a wholly-owned subsidiary of PNW, APS’ only shareholder is PNW. 11 
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D. Purpose and Anticipated Effects of the Reorganization 

The principal purpose of the Reorganization and the subsequent relocation of APS’ 

nuclear generating facilities to PWE is to assure compliance with the provisions of the 

Competition Rules and the Settlement and provide PNW with increased financial, managerial, 

and organizational flexibility which will enable Al?S and PWE to effectively compete in a 

restructured utility industry. After extensive investigation and analysis, PNW has determined 

that the proposed Reorganization offers the best means of positioning the PNW system for future 

changes and opportunities and will enable PNW to take advantage of emerging business 

opportunities and manage risks to the benefit of both shareholders and customers. The 

Reorganization is the first step in a clear functional and corporate separation between PNW’s 

competitive generation business, and its distribution and transmission business, enabling each 

company to focus its resources on more clearly defined product markets and services. The intent 

of the Reorganization and subsequent relocation of APS’ nuclear generating facilities is to create 
t 

a financially sound and responsive utility system which can provide utility services effectively 

and efficiently. Additionally, the corporate division along hictional lines will provide a better 

structure for regulators to assure that there is no cross-subsidization of costs or transfer of 

business risk from the competitive generation business to the fidly-regulated 

transmissioddistribution business. Moreover, this type of corporate division of utility 

operations along functional lines is becoming a highly-desirable form of conducting both a 

regulated transmissioddistribution business and a competitive generation business. 

The Reorganization will have no adverse effect on APS’ existing electric utility 

operations. The Reorganization will not cause substantive changes in PNW’s ultimate interest in 

existing utility businesses and will not involve the transfer or acquisition of any additional utility 
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assets beyond those currently held by APS or those which may be developed or acquired by 

PWE in the fbture. The managers and employees in PNW’s existing utility operations will 

continue to perform their existing functions -- either as employees of APS, the 

transmissioddistribution company, or as employees of PWE, the generating Company. Thus, 

even though day-to-day utility operations would not be affected, the benefits discussed above 

will accrue to PNW and its customers and shareholders as a result of the Reorganization and the 

subsequent relocation of APS ’ nuclear generating facilities to PWE. s< 

E. Additional Information 

No associate company or affiliate of PNW or APS, or any affiliate of any associate 

company of PNW or APS, has any direct or indirect material interest in the proposed 

Reorganization except as stated herein. 

ITEM 2 FEES, COMMISSIONS AND EXPENSES 

The fees, commission and expenses to be paid or incurred by PNW and MS in 

connection with the Reorganization are estimated as follows: 

Auditors’ Fee * 
Legal Fees .......................................................................................................................... * 
Miscellaneous * 

Total * 

..................................................................................................................... 

..................................................................................................................... 
....................................................................................................................... 

p. 

* To be filed by amendment 
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ITEM 3 APPLICABLE STATUTORY PROVISIONS 

Sections 9(a)(2) and 10 of the Act are applicable to the proposed Reorganization. As a 

result of the proposed Reorganization, PNW will have two wholly-owned, public-utility 

company subsidiaries, APS and PWE. Section 9(a)(2) of the Act requires Commission approval 

before a person may acquire more than 5% of the outstanding voting securities of more than one 

“public-utility company.” The standards for approval of a transaction under Section 9(a)(2) of 

the Act are set forth in Section 10 of the Act. The relevant standards under Section 10 are set 

forth in Section lO(b), 1O(c) and lO(f). 

For the reasons explained below, the Commission should approve the Reorganization 

pursuant to Section 9(a)(2) of the Act because it complies with the applicable standards of 

Section 10. PNW respectfully requests that the Commission issue an order approving the 

Reorganization by March 1,2001, so that PNW has sufficient time to complete the 

Reorganization during 2001 .” PNW anticipates moving most of the assets and personnel during 

2001,13 and believes that the time between the requested approval date of March 1,2001, and the 

contemplated Reorganization is necessary to allow the transfer of personnel and to implement 

other aspects of the Reorganization. 

A. 

Section 9(a)(2) makes it unlawful, without approval of the Commission under Section 10, 

Approval of the Reorganization under Section 9(a)(2). 

“for any person . . . to acquire, directly or indirectly, any security of any public-utility company, 

if such person is an affiliate . . . of such company and of any other public utility or holding 

l 2  

intends to file an application with FERC for EWG status and limit its activities exclusively to the ownership and 
In the event the Commission does not issue its order prior to the anticipated date of Reorganization, PWE 

15 



company, or will by virtue of such acquisition become such an affiliate.” By virtue of the 

proposed Reorganization, PNW will own more than 5% of the outstanding voting securities of 

two “public-utility companies” (APS and PWE) thus becoming an affiliate of both of these 

public-utility companies. Under Section 2(a)(5) of the Act, a “public-utility company” is an 

“electric utility company” or a “gas utility company.” Under Section 2(a)(3) of the Act, an 

, “electric utility company” is defined as “any company which owns or operates facilities used for 

the generation, transmission, or distribution of electric energy for sale . . . .” Upon completion of 

the Reorganization, PWE will own and operate certain of APS’ existing facilities for the 

generation of electric energy for sale, and APS will continue to own and operate its existing 

facilities for the transmission and distribution of electric energy for sale, as well as its nuclear 

generating facilities. Therefore, both PWE and APS will be public-utility companies within the 

meaning of the Act. 
E 

1. Section lo@) 

Section 1O(b) provides that the Commission shall approve an acquisition pursuant to 

Section 9(a)(2) unless the Commission finds that: 

(1) such acquisition will tend towards interlocking relations or the concentration of 
control of public-utility companies, of a kind or to an extent detrimental to the 
public interest or the interest of investors, or consumers; 

in case of the acquisition of securities or utility assets, the consideration, including 
all fees, commissions, and other remuneration, to whomsoever paid, to be given, 
directly or indirectly, in connection with such acquisition is not reasonable or does 
not bear a fair relation to the sums invested in or the earning capacity of the utility 
assets to be acquired or the utility assets underlying the securities to be acquired; 
or 

(2) 

operation of eligible facilities and sale of power at wholesale in order to maintain EWG status until the Commissiou 
issues an order approving the Reorganization. 
” As noted above, certain generating assets, such as PVNGS, may be moved to PWE at a later date. 



(3) such acquisition will unduly complicate the capital structure of the holding- 
company system of the applicant or will be detrimental to the public interest or 
the interest of investors or consumers or the proper functioning of such holding- 
company system. 

PNW respectfully submits that no adverse findings should be made under any of these 

provisions. 

a. “Detrimental Interlocking Relations” or “Concentration of 
Control” -- Section lO(b)(l) 

Consistent with Section lO(b)(l) of the Act, PNW submits that the Reorganization will 

not tend towards interlocking relations or the concentration of control of public-utility 

companies, of a kind or to an extent detrimental to the public interest or the interest of investors 

or customers. The Reorganization involves the first step in the ultimate segregation of APS’ 

existing utility assets and operations along functional lines into a generation company (PWE) and 

a transmission and distribution company (APS). 
t 

While there may be certain common directors and officers of PNW and the public-utility 

subsidiaries, these relations normally exist in public-utility holding company systems among 

affiliated and associated companies and should not be considered detrimental to the public 

interest or the interest of investors or consumers. See Central Maine Power Companv. et al., 

Holding Co. Act Release No. 26903 (Aug. 7, 1998); CIPSC 0. Inc., Holding Co. Act Release No. 

25152,47 SEC Docket 174 (Sept. 18, 1990). 

Similarly, the Reorganization should not, within the meaning of Section 10(b)(l), be 

deemed to tend towards any “concentration of control of public-utility companies” that might be 

detrimental to the public interest, consumers or investors. The Reorganization will not involve 

the acquisition or control of any utility assets or operations which are not already owned or 

controlled by PNW or its existing public-utility subsidiary, APS, or being developed by PWE, 
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and “will therefore have no effect on the concentration of control of public-utility companies.” 

C e n w  Power C w a n v .  et d, Holding Co. Act Release No. 26903 (Aug. 7, 1998); 

ix!c!d BECmet, Holding Co. Act Release No. 26874 (May 15, 1998); Bmgy East 

m, Holding Co. Act Release No. 26834 (March 4, 1998); 

Co. Act Release No. 24267 @ec. 18,1996). 

, Holding 

b. Fairness of Consideration and Fees - Section 10@)(2) 

Pri. 
*--, Section 10@)(2) of the Act requires the Commission to determine whether the 

consideration paid in connection with a proposed acquisition of securities is reasonable and bears 

a fair relation to the investment in and earning capacity of the utility assets underlying the 

securities being acquired. 

The generating assets will be recorded on the books of PWE at net book value. In 

addition, PWE will assume certain outstanding debt associated with the generating assets being 

moved. The valuation of PNW’s investment in the securities of PWE and APS will be adjusted 

accordingly to reflect the movement of these assets and the associated debt to PWE. l4 

l4 Specifically, PWE will assume APS’ rights and obligations with respect to approximately $180 million in 
pollution control bonds issued by Navajo County, Arizona, Pollution Control Corporation and Coconino County, 
Arizona, Pollution Control Corporation. These two series of bonds were issued by the respective pollution control 
corporations under two separate Indentures of Trust dated as of August 1,1993 between the issuer and an 
independent trustee. In each case, the issuer loaned the proceeds of the bonds to APS under a Loan Agreement 
dated as of August 1,1993, and APS is responsible to repay the loan by making payments on the bonds when due. 
APS’ obligations are secured by First Mortgage Bonds issued by APS and delivered to the Trustee for the pollution 
control bonds. At the time generating assets are moved to PWE, APS will assign its rights and obligations under the 
Loan Agreements to PWE, and PWE will assume such obligations. APS will remain primarily liable for such 
obligations and the First Mortgage Bonds will remain outstanding. 

PWE will also assume APS’ obligations under another approximately $60 million of pollution control bond 
debt, releasing APS from such obligations. No bondholder consent is required in connection with PWE’s 
assumption of this debt. However, APS must give advance notice to the bondholders and any bondholder who does 
not wish to continue to hold the bonds may tender its bonds for purchase. In addition, if the issuance of a new letter 
of credit in substitution for the existing letter of credit supporting the bonds causes the ratings on the bonds to be 
lower than the existing rating, the bonds will be subject to a mandatory tender on the substitution date, and all the 
bonds will be subject to mandatory repurchase and remarketing on that date. 

@, 
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Since the Reorganization involves an entirely intra-company movement of existing assets 

from one wholly-owned subsidiary to another and not the acquisition of new assets or securities, 

PNW believes that the valuation estabkhed for purposes of this asset transition is reasonable and 

bears a fair relationship to the sums invested in the assets. PNW, as the sole owner of both A P S  

and PWE, can expect to earn a fair return on its investment in APS and its investment in PWE. 

An estimate of the fees and expenses to be paid in connection with the Reorganization is 

stated in Item 2 above. Such fees and expenses will be reasonable and customary for a 

transaction of this kind and will not be material when measured against PNW’s consolidated 

book value or the earning capacity of its assets. See. e.%, Energv East Corp., Holding Co. Act 

Release No. 27128 (Feb. 2,2000). 
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c. Complication of Capita1 Structure -- Section IO(b)(3) 

Section lO(b)(3) of the Act requires the Commission to determine whether the transaction 

will unduly complicate the capital structure of the PNW system, be detrimental to the public 

interest, the interest of the investors or consumers, or the proper functioning of the holding- 

company system. No such effect will result from the Reorganization. 

The Reorganization will not involve the creation of any ownership interests other than 

those necessary to maintain the basic corporate relationships of the reorganized holding-company 

system. Pursuant to the Reorganization, PNW will continue to be the only issuer of publicly 

owned equity securities in the system. PNW will continue to own all of the outstanding common 

stock of PWE, APS, and P W s  existing non-utility subsidiaries; there will be no minority 

equity interest in any of PNW's public-utility subsidiaries. As noted above, certain pollution 

control bonds issued by APS will be assumed by PWE, but this will in no way complicate the 

capital structure of PNW, APS, or PWE. This type of capital structure is typical of a 

contemporary holding company system and is within the traditional standards of the Act. 

Moreover, the Reorganization is a significant step toward the ultimate goal of creating 

separate entities to perform PNW's transmissioddistribution business and its generation business 



2. Section lO(c) 

The relevant provisions of Section 1O(c) of the Act state that the Commission shall not 

approve: 

(1) an acquisition of securities or utility assets, or of any other interest, which is 
unlawful under the provisions of Section 8 or is detrimental to the carrying out of 
the provisions of Section 11; or 

(2) the acquisition of securities or utility assets of a public-utility or holding 
company unless the Commission finds that such acquisition will serve the public 
interest by tending towards the economical and the efficient development of an 
integrated public-utility system . . . . 

APS and PNW respectfully submit that no adverse determination should be made under either of 

these provisions. 
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a. Significant Benefits - Section lO(c)(l) 

Section 1 O(c)( 1) prohibits an acquisition of securities which is ‘‘unlawful under the 

provisions of Section 8” or “detrimental to the c m n g  out of the provisions of Section 1 1 .” By 

their express terms, Sections 8 and 11 apply only to registered holding companies and do not 

apply to exempt holding companies. After the Reorganization, PNW will continue to be exempt 

from all provisions of the Act, except Section 9(a)(2), pursuant to Section 3(a)( 1) of the Act since 

PNW and its utility subsidiaries, APS and PWE, will each be predominantly intrastate in 

character, carry on their businesses substantially in Arizona, and be organized in Arizona. 

Accordingly, Section 8 of the Act is inapplicable to the Reorganization. 

For the purposes of the Commission’s review of the proposed reorganization of a holding 

company, the relevant provision of Section 11 is Section 11@)(2), which requires the 

Commission to find that “the corporate structure . . . of any company in the holding-company 

system does not unduly or unnecessarily complicate the structure . . . of such holding-company 

system.” In that connection, the Commission has construed this requirement, “to mean that the 

structural change must result in significant benefits to the holding-company system.” CIPSCO 

k, Holding Co. Act Release No. 25152,47 SEC Docket at 178 (Sept. 18, 1990); accord Central 

Maine Power Comu - an- v. e t a I., Holding Co. Act Release No. 26903 (Aug. 7,1998); BEC Energv, 

0 

e+ 91 n 4 i n g  Co. Act Release No. 26874 (May 15, 1998); Energv East Corp., Holding Co. Act 

Release No. 26834 (March 4,1998). 

As discussed above in Section D of Item 1 , the corporate structure resulting from the 

Reorganization will yield significant benefits. Most importantly, the Reorganization and 

subsequent move of APS’ nuclear generating facilities to PWE will enable APS to implement the 



utility functions into separate corporations dedicated solely to those functions will: (1) enable 

the executives, odcers, and managers of APS and PWE to concentrate on the delivery of cost 

efficient and effective utility services responsive to the needs of customers; (2) allow PNW's 

subsidiaries and affiliates to be more competitive in their businesses; (3) segregate the financial 

and legal risks associated with those businesses; (4) ensure that there is no cross-subsidization of 

costs or business risk; and (5) aid the investment community in analyzing and valuing individual 

lines of business. In cases involving corporate reorganizations or the formation of holding 

companies, the Commission has held that the existence of these kinds of potential benefits 

satisfies the statutory standard of Section lO(c)(l). See. e.g., Central Maine Power Company, 

Holding Co. Act Release No. 26903 (Aug. 7, 1998); Atlanta Gas Light Company, Holding Co. 

Act Release No. 26482,61 SEC Docket 1057 (March 5,1996); SIGCOFU?. Inc,, Holding Co. Act 

Release No. 26431,60 SEC Docket 90 (Dec. 14, 1995); PP&L Resources. Inc., Holding Co. Act 

Release No. 26248,58 SEC Docket 2634 (March 10, 1995); CIPSCO Inc,, Holding Co. Act 

Release No. 25152,47 SEC Docket 174 (Sept. 18, 1990); W i s c a e r e v  C o a  ., Holding Co. 

Act Release No. 24267 (Dec. 18, 1996). 

b. Economics and Efficiencies of an Integrated System - 
Section 10(c)(2) 

Under Section 10(c)(2), the Commission must find that the Reorganization tends towards 

the economical and efficient development of an integrated public utility system. PNW 

respectfully submits that this standard is met in this case. 
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(i) Economics and Efficiencies 

A number of economies and efficiencies will result fiom the PNW structure. Some of 

these benefits are described in Section D of Item 1 and Section A.2.a of Item 3, above. Overall, 

the Reorganization will permit a more efficient way to take advantage of competitive 

opportunities in the electric utility industry. Separating the competitive generation business fi-om 

the regulated transmissioddistribution operations will increase the ability of the system to take 

advantage of market opportunities and enable each entity to focus its resources on more clearly 

defined product markets and services. 

(ii) Integrated Public Utility System 

The electric utility system of PNW is presently “integrated” within the meaning of 

Section 2(a)(29) of the Act and will remain so after the Reorganization. 

The standards that must be met for an electric utility system to be integrated within the 

meaning of Section 2(a)(29) of the Act are: 

(1) the utility assets are to be physically interconnected or capable of physical 
interconnection and under normal conditions may be economically operated as a 
single interconnected and coordinated system; 

(2) the operations of the system are confined to a single area or region, that is not so 
large as to impair the advantages of localized management, efficient operation, 
and the effectiveness of regulation. 

The Reorganization will not affect the physical interconnections associated with PNW’s existing 

utility system. All of APS’ existing interconnections will remain intact after the Reorganization. 

The Reorganization will maintain a continuous, geographically compact system with the same 

physical interconnections as exist today. Similarly, the area of operations of the system will not 

be affected by the Reorganization and will continue to be primarily confined to a single area 

(u, APS’ existing service territory in Arizona) that is not so large as to impair the advantages (u, APS’ existing service territory in Arizona) that is not so large as to impair the advantages 
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of continuing localized management, efficient operation, and effective regulation. Siz CP&I I 

m h c . ,  Holding Co. Act Release No. 271 88 (June 15,2000); 

Cunpanv. et al,, Holding Co. Act Release No. 26903 (Aug. 7, 1998). 

3. Section 1O(Q 

Section 1O(f) provides that “[tlhe Commission shall not approve any acquisition. . . 

under this Section unless it appears to the satisfaction of the Commission that such State laws as 

may apply in respect of such acquisition have been complied with, except where the Commission 

finds that compliance with such State laws would be detrimental to the carrying out of the 

provisions of Section 11 . . . .” 

The Reorganization is conditioned on full compliance with the laws of the Arizona. APS 

is currently and will remain subject to the jurisdiction of the ACC with respect to the provision of 

retail electric service. APS and PNW have received the necessary approval from the ACC to 

proceed with the Reorganization. Copies of this ACC approval is filed as Exhibit D-5 hereto. 

For the reasons stated above, the proposed Reorganization meets the standards set forth in 

Sections 9(a)(2) and 10. The Reorganization involves the first step in the segregation of APS’ 

existing utility assets and operations along functional lines into a wires company and a 

generation company. The Reorganization will not unduly complicate the capital structure of the 

PNW system; nor will the Reorganization be detrimental to the public interest, the interests of 

investors or consumers, or the proper functioning of this system. Also, the Reorganization will 

yield significant benefits by allowing PNW’s public-utility subsidiaries to more effectively 

compete in the electric utility industry. Therefore, the Commission should by order approve the 

Reorganization. 
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B. PNW Will Continue to Claim a Section 3(a)(l) Exemption After the 
Reorganization. 

Section 3(a)(l) of the Act makes an exemption fiom all of the provisions of the Act, 

except for Section 9(a)(2), available to a holding company, if “such holding company, and every 

subsidiary company thereof which is a public-utility company fiom which such holding company 

derives, directly or indirectly, any material part of its income, are predominately intrastate in 

character and cany on their business substantially in a single State in which such holding 

company and every such subsidiary company thereof are organized.” After the Reorganization is 

complete, P W  and its two public-utility subsidiaries -- APS and PWE -- will be predominantly 

intrastate in character and will carry on their business substantially in Arizona, the state in which 

they are all organized.” In this regard, PNW will continue to claim an exemption pursusuit to 

Section 3(a)( 1) of the Act and Rule 2 of the Commission’s regulations, by filing annual 

exemption statements on Form U-3A-2 following the Reorganization. 

Is 

marketing activities on a nationwide basis, PNW’s utility operations are still predominately intrastate in character and 
conducted primarily in Arizona. As noted above, the Commission Staff has indicated in a series of no-action letters that 

While APS’ existing power marketing division was moved to PNW, and continues to perform its power 

power marketers are not considered “electric utility companies” under Section 2(a)(3) of the Act and, therefore, are not 
“public-utility companies” under Section 2(a)(5) of the Act. See, e.&, Sunoco Power Marketine, L.L.C., SEC No-Action 
Letter, 1997 SEC No-Act. LEXIS 785 (July 24, 1997); Enron Capital & Trade Resources Corn., SEC No-Action Letter, 
1997 SEC No-Act. LEXIS 287 (Feb. 13,1997). 
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order of the Commission granting and permitting this application to become effective may be 

entered by the Commission. A form of Notice is filed herewith as Exhibit H-1. 

l6 

generating facilities to PWE. See supra n. 10. 
As noted above, approval from the NRC will be obtained in connection with the relocation of APS' nuclear 
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ITEM 4 REGULATORY APPROVAL 

The Reorganization will require the approval of the ACC and FERC. APS has received 

an order approving the Reorganization fiom the ACC, a copy of which is attached hereto as 

Exhibit D-5. APS also filed an application for approval of the proposed Reorganization with the 

FERC, a copy of which is attached as Exhibit D-1 . A copy of the final FERC order pursuant 

thereto was filed by amendment on December 8,2000, as Exhibit D-2. Other than such 

enumerated approvals and the approval of the Commission hereunder, no other approvals of 

utility regulatory authorities are required for the Reorganization and the movement of the non- 

nuclear generating assets to PWE.'~ 

ITEM 5 PROCEDURE 

PNW respecthlly requests that there be no 30-day waiting period between the issuance of 

the Commission's order and the date on which it is to become effective. PNW also requests that 

there be no hearing on this application and that the Commission issue its order as soon as 

practicable after the filing hereof. PNW respecthlly requests that the Commission issue and 

publish the requisite notice under Rule 23 with respect to the filing of this application not later 

than January 22, 2001, such notice to specify a date not later than February 22,2001, by which 

comments may be entered and a date not later than March 1 , 2001 , as the date after which an 



Without prejudice to its right to modify the same if a hearing should be ordered on this 0 Without prejudice to its right to modify the same if a hearing should be ordered on this 

application, PNW hereby makes the following specifications required by paragraph (b) of Item 5 

OfFormU-1: 

(1) There should not be a recommended decision by a hearing officer or any other 
responsible officer of the Commission. 

There should not be a 30-day waiting period between issuance of the 
Commission’s order and the date on which the order is to become effective. 

(2) 

(3) PNW consents to the Division of Investment Management assisting in the 

preparation of the Commission’s decision or order in this matter, unless such 

Division opposes this application. 

ITEM 6 EXHIBITS AND FINANCIAL STATEMENTS 



A. Exhibits 

Exhibit No. Description of Document 

A-3 

A-2 

Articles of Incorporation of PWE. 

Restated Articles of Incorporation of APS. 

D-2 

Facilities. 

Order of FERC. 

B- 1 

D-3 

D- 1 

Retail Electric Competition Rules 

Form of Term Sheet 

Application of APS, PNW and PWE to FERC 

I 
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Method of Filing 

Incorporated by reference; File 

NO. 1-8962, PNW Form 10-K 

for the year ended December 

31, 1999. 

Incorporated by reference; File 

NO. 1-4473, APS Form 8-K 

(Sept. 23,1993) 

Filed herewith. 

Filed herewith. 

Filed herewith. 

Filed by amendment on 

December 8,2000. 

Incorporated by reference; file 
No. 1-4473, filed as Exhibit 
10.2 to APS' Sept. 30,1999 
Form 10-Q Report. 



8 

D-4 

D-5 

9-6 

z- 1 

7-1 

;-2 

3-1 

Comprehensive Settlement Agreement Related 

to the Implementation of Retail Electric 

Competition, filed with the Arizona Corporation 

Commission. 

ACC Approval of the Settlement Agreement. 

Amended Settlement Agreement 

Map showing location of the generating facilities 

of APS that are being moved to PWE along with 

their related transmission facilities. 

Signed initial opinion of counsel. 

Past-tense opinion of counsel. 

PNW, Form U-3A-2, "Statement by Holding 

Company Claiming Exemption under Rule U-2 

from the Provisions of the Public Utility Holding 

Company Act of 1935." 

Incorporated by reference; File 

No. 1-4473, filed as Exhibit 

10.1 to APS' May 14, 1999 

Form 8-K Report. 

Incorporated by reference; File 

No. 1-4473, filed as Exhibit 

10.1 to APS' Sept. 1999 10-Q 

Report. 

Filed herewith. 

Filed herewith. 

Filed by amendment on 

December 8,2000. 

To be filed by amendment 

[ncorporated by reference; File 

No. 69-306, dated Feb. 29, 

2000. 
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Form of Notice Filed herewith. 



a 
Statement 

No. 

FS- 1 

B. Financial Statements 

Description of Document 

Historical consolidated financial statements of 

FS-2 Historical consolidated financial statements of 
I 

Method of Filing 

Incorporated by reference to 

Annual Reports on Form 10-K 

for the years ended 1999,1998 

and 1997 

Incorporated by reference to 

Annual Reports on Form 10-K 

for the years ended 1999,1998 

and 1997 

Although separate financial statements for PWE have not been included, P W ’ s  financial 

information is included in the consolidated financial statements of PNW. 

ITEM 7 INFORMATION AS TO ENVIRONMENTAL EFFECTS 

None of the matters that are the subject of this application and declaration involves a 

“major federal action” nor do any of them “significantly affect the quality of the human 

.>% 
r .  

environment” as those terms are used in Section 102(2)(C) of the National Environmental Policy 

Act. The transaction that is the subject of this application will not result in changes in the 

operation of the company that will have an impact on the environment. Neither APS nor PNW 

are aware of any federal agency that has prepared or is preparing an environmental impact 

statement with respect to the transactions that are the subject of this application. 



Pursuant to the requirements of the Public Utility Holding Company Act of 1935, the 

undersigned company has duly caused this Application to be signed on its behalf by the 

undersigned thereunto duly authorized. 

PINNACLE WEST CAPITAL CORPORATION 

Pate: J r ~ ;  11, 2001 

Phoenix, Arizona 

39 



As filed with the Securities and Exchange 
Commission on April 27,2001 

File No. 070-9745 

UNITED STATES 
SECURITIES AND EXCHANGE COMMISSION 

WASHINGTON, D.C. 20549 

AMENDMENT NO. 3 TO 

APPLICATION 
UNDER 

THE PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 

FORM U-1 

PINNACLE WEST CAPITAL CORPORATION 
400 East Van Buren Street, Suite 700 

Phoenix, Arizona 85004 

(Name of company filing this statement and address of principal executive offices) 

Herbert I. Zinn 
Pinnacle West Capital Corporation 
400 North Fifth Street 
Mail Station 8695 
Phoenix, Arizona 85004 

Mary Ann K. Huntington 
Morgan, Lewis & Bockius LLP 
1800 M Street, N. W. 
Washington, D.C. 20036 



. 
€!AGE 

ITEM 1 DESCRIPTION OF PROPOSED TRANSACTION ........................................................................ 2 

A . Description ofthe Parties ...................................................................................... 2 

1 . Pinnacle West Capital Corporation ........................................................... 2 

2 . Arizona Public Service Company ............................................................. 2 

a . Generation .................................................................................... 3 

b . Power Marketing .......................................................................... 6 

C . TransmissiodDistribution ............................................................ 7 

3 . Pinnacle West Energy Corporation ........................................................... 8 

4 . 

5 . 

APS Energy Services Company. Inc ........................................................ 9 

SunCor Development Company ............................................................... 9 

6 . El Dorado Investment Company ............................................................... 9 

B . Regulatory Background ........................................................................................ 9 

C . The Reorganization ......................................................................................... 10 

D . Purpose and Anticipated Effects of the Reorganization ..................................... 13 

E . Additional Information ....................................................................................... 14 
c . ... 

ITEM 2 FEES. COMMISSIONS AND EXPENSES ................................................................................ 14 

ITEM 3 APPLICABLE STATUTORY PROVISIONS ............................................................................. 15 

A . Approval of the Reorganization under Section 9(a)(2) ....................................... 15 

1 . Section lo@) ......................................................................................... 16 

a . “Detrimental Interlocking Relations” or “Concentration of 
Control” .. Section lo@)( 1) ........................................................ 17 

0 



B . 

b . Fairness of Consideration and Fees .. Section 1 O(b)(2) ............. 18 

c . Complication of Capital Structure .. Section 10(b)(3) ............... 20 

Section 1O(c) ......................................................................................... 21 

a . Significant Benefits -- Section lO(c)(l) ...................................... 22 

2 . 

b . Economics and Efficiencies of an Integrated System .. Section 
10(c)(2) ....................................................................................... 23 

(i) 

(ii) 

Economics and Efficiencies ............................................ 24 

Integrated Public Utility System: .................................... 24 

3 . Section 1O(f) ......................................................................................... 27 

PNW Will Continue to Claim a Section 3(a)(l) Exemption After the 
Reorganization ......................................................................................... 29 

ITEM 4 REGULATORY APPROVAL ......................................................................................... 30 

ITEM5 PROCEDURE ......................................................................................... 30 

ITEM 6 EXHIBITS AND FMANCIAL STATEMENTS .......................................................................... 31 

A . Exhibits ......................................................................................... 32 

B . Financial Statements ......................................................................................... 35 

ITEM 7 INFORMATION AS TO ENVIRONMENTAL EFFECTS ............................................................. 35 



a 
Pursuant to Sections 9(a)(2) and 10 of the Public Utility Holding Company Act of 1935 

(the “Act”), Pinnacle West Capital Corporation, an Arizona corporation (“PNW”), hereby 

requests approval from the Securities and Exchange Commission (the ‘‘Commission’y) to 

establish a new public-utility company subsidiary in connection with the proposed corporate 

reorganization involving the relocation of certain generation assets from Arizona Public Service 

Company (“APS”), PNW’s existing public-utility company subsidiary, to Pinnacle West Energy 

Corporation (“PWE”), another wholly-owned subsidiary of PNW, (the “Transfer Transaction”), 

and the operation of PWE’s West Phoenix Unit No. 4 as a non-Exempt Wholesale Generator 

(“EWG‘) under the Act (“Development Activities”), (collectively, the “Reorganization”). As a 

result of the Reorganization, PWE will become an “electric utility company” and a “public-utility 

company” within the meaning of the Act, and, therefore, PNW will acquire an additional public- 

utility subsidiary. (However, PWE will not become a public service corporation under Arizona I 

state law.) PNW will continue to meet the requirements for an intrastate exemption under 

Section 3(a)(l) of the Act and will continue to file annual exemption statements on Form U-3A-2 

pursuant to Rule 2 of the Commission’s regulations. 

The purpose of the Reorganization is to comply with certain requirements set forth in 

rules adopted by the Arizona Corporation Commission (“ACC”) that provide the framework for 

introduction of retail electric competition in Arizona (the “Competition Rules”), and in a final 

ACC order approving APS’ settlement with various parties with respect to implementation of the 

Competition Rules (the “Settlement”). Pursuant to the Competition Rules and the Settlement, 

APS must separate its fossil and nuclear generating assets and competitive services, including the 

development, acquisition and operation of generating facilities not currently owned by APS , 

from its transmission and distribution functions no later than December 3 1,2002. (On February 

1 



8,2001, the ACC issued an order granting APS waiver of this requirement for “solar resources” 

and “environmentally fkiendly renewable electricity technologies.”) PNW seeks Commission 

approval now, however, because APS intends to move a substantial portion of its generating 

assets to PWE during 2001, and P W  is currently involved in the development, acquisition, and 

operation of other generating facilities that are expected to come online during 2001. In 

particdar, PWE has been developing West Phoenix No. 4, a 120 Mw gas-fired combined cycle 

unit that is now ready to sell test power and go into operation.’ There may be some delays in 

moving particular assets from APS to PWE, pending receipt by APS of certain consents or 

waivers from third parties with respect to such assets, but most of the non-nuclear generating 

assets are to be moved to PWE during 2001. 

I 

anticipated, PWE filed an application for an EWG determination with the Federal Energy Regulatory Commission 
As explained below, because West Phoenix No. 4 was prepared to go into operation sooner than previously 

(“FERC”) and intends to maintain EWG status only so long as necessary. .a 
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ITEM 1 DESCRIPTION OF PROPOSED " 3 A C T I O N  

A. Description of the Parties 

1. Pinnacle West Capital Corporation: PNW was incorporated in 1985 

under the laws of the State of Arizona. Through its subsidiaries, PNW is engaged in the 

generation, transmission, and distribution of electricity and the sale of energy services. Also 

through subsidiaries, PNW is involved in real estate development and in venture capital 

investment. On December 3 1 , 2000, PNW employed approximately 7,200 people, including the 

employees of its subsidiaries. Of these employees, 5,300 were employees of its existing public- 

utility subsidiary, APS, and employees assigned to joint projects of APS where APS serves as a 

project manager. PNW's principal executive offices are located at 400 East Van Buren, Phoenix 

Arizona 85004. PNW is currently a public-utility holding company exempt from the provisions 

of the Act, except Section 9(a)(2), by reason of its filing of annual exemption statements on Form, 

U-3A-2 pursuant to Rule 2 of the Commission's regulations. 17 C.F.R. 5 250.2(a). PNW's 

direct, wholly-owned subsidiaries are described below and a copy of PNW's most recent Form 

U-3A-2 is attached as Exhibit G-1. 

2. Arizona Public Service Company: APS is a public-utility company 

incorporated in 1920 under the laws of the State of Arizona. APS is a wholly-owned subsidiary 

of PNW. APS' principal executive offices are located at 400 North Fifth Street, Phoenix, 

Arizona 85004. APS provides retail electric services principally in the State of Arizona and is 

actively engaged in the competitive wholesale electric markets. As of December 3 1,2000, APS 

served approximately 850,000 retail electric customers in its service territory. APS is subject to 

regulation by the ACC with respect to retail rates, accounting, service standards, service temtory, 

issuances of securities, siting of generation and transmission projects and various other matters. 
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APS is also subject to the jurisdiction of FERC under Parts I, 11, and JX of the Federal 

Power Act for certain phases of its business, including regulation of its rates relating to wholesale 

sales of energy and interstate transmission, licensing its hydroelectric stations, accounting, and 

certain other matters. APS’ current business structure consists of three primary business units: 

generation; power marketing; and transmissioddistribution. The following briefly describes 

these business units. 

a. Generation - As of December 3 1 , 2000, APS owned or leased 

generating facilities with a total accredited capacity of approximately 4,000 megawatts. The fuel 

mix of APS’ generation capacity is 41.8% coal; 31.5% gas or oil; 26.5% nuclear; and less than 

1 % other. APS’ sources of energy during 2000 were approximately 54% from its own 

e 

generation resources and approximately 46% from purchased power. The Reorganization 

involves the relocation of the ownership interest of a substantial portion of APS’ generating 

facilities and related facilities, as well as the transfer of certain of the employees of APS’ 

generation business unit? Attached, as Exhibit E-1, is a map showing the location of each of 

APS’ generation facilities. As of December 31,2000, the APS generating assets being moved to 

PWE during 2001 can be described as follows: 

~ 

2 Because of anticipated decommissioning activities, APS intends to retain its interest in the Childs-Irving 
plant, a hydroelectric generating plant with a total accredited capacity of approximately 3 megawatts. In addition, 
the ACC’s February 8,2001 order contemplates that APS will retain ownership interests in its solar and 
environmentally friendly renewable resource generating plants. The total accredited capacity from these units is 
approximately 1 megawatt. 

In addition to the generating facilities to be moved during 2001, APS also owns or leases an interest in the 
Pnlo Verde Nuclear Generating Station (“PWGS”), a three-unit nuclear generating facility located in Wintersburg, 
Arizona approximately 55 miles west of Phoenix, Arizona. The total accredited capacity of PVNGS is 3,733 
megawatts, of which APS owns or leases 29.1%, or approximately 1,086 megawatts. APS is also the operator of the 
facility. There are six other co-owners of PVNGS, which coIlectively own or lease the remaining 70.9%. 
Ownership is in the form of a co-tenancy, and the co-owners are not affiliates of one another. A P S  operates 
PVNGS pursuant to an agreement in which each owner pays its proportionate share of the cost of operating the 
facility. While the Transfer Transaction involving APS’ fossil generating facilities is contemplated to occur during 

3 

2001, APS does not plan to move its interest in PVNGS to P W  until 2002. The delay in moving the nuclear assets 
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”) . Four Comers Po wer Plant (“Four Comers . , 

Four Comers is a five-unit coal fired power plant located near Farmington, New Mexico 

on the Navajo Reservation. The property underlying the plant is held under easements granted 

by the federal government and under leases from the Navajo Nation. Units 1 ,2  and 3 have an 

accredited capacity of 560 megawatts. These units are 100% owned and operated by APS. Units 

4 and 5 have an accredited capacity of 1,480 megawatts; APS owns 15% of units 4 and 5 ,  or 222 

megawatts. The remaining interests in Units 4 and 5 are co-owned by five other entities. 

Ownership of units 4 and 5 is through a co-tenancy arrangement, and the co-owners are not 

affiliates of one another. AJ?S operates Four Corners units 4 and 5 pursuant to an agreement in 

which each owner pays its proportionate share of the operating cost. 

Cholla Power Plant (“Cholla”); 

Cholla is a four-unit coal-fired power plant located in Navajo County approximately 200 ~ 

miles northeast of Phoenix, Arizona. Units 1 ,2  and 3 have an accredited capacity of 615 

megawatts. These units are 100% owned and operated by APS. Unit 4 has an accredited 

capacity of 380 megawatts; unit 4 is 100% owned by another unaffiliated entity. APS is also the 

operator for this unit. 

is to ensure additional time to adequately address complicated contractual arrangements, such as sale and leaseback 
provisions between APS and certain owner trusts to which APS has sold and leased back a portion of its interest in 
PVNGS Unit 2 and the PVNGS common facilities. There are also certain financial and economic considerations 
that must be resolved before the nuclear assets can be moved to PWE. 
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Navajo Power P w  CNavqo * Y, . 

Navajo is a three-unit coal-fired plant located south of Page, Arizona. The total accredited 

capacity for the plant is 2,250 megawatts. APS owns 14%, or 315 megawatts of this plant. The 

remaining interests in the plant are co-owned by five other entities which are not affiliated with 

APS. APS does not operate Navajo. 

aro Power Plant < Samara'?; CC 

Saguaro is a four-unit power plant consisting of two gadoil-fired steam units and two 

gadoil-fired combustion turbine units and is located 30 miles north of Tucson, Arizona. The total 

accredited capacity for the plant is 3 19 megawatts. Steam units 1 and 2 have a combined 

capacity of 209 megawatts, and the two combustion turbines have a combined capacity of 110 

megawatts. This plant is 100% owned and operated by APS. 

a 



Ocotillo Power Plan t (“oc till 3’). 
i 

Ocotillo is a multi-heled generating plant located in Tempe, Arizona. Two units are 

gadoil-fired steam units, and two units are gas/oil-fired combustion  turbine^.^ The total 

accredited capacity for steam units 1 and 2 is 226 megawatts and for combustion turbine units 1 

and 2, the accredited capacity is 110 megawatts. This plant is 100% owned and operated by APS. 

Yucca Power Plan t !‘Yucca”); 

Yucca is a five-unit gadoil combustion turbine plant located near Yuma, Arizona. The 

accredited capacity of units 1 ,2 ,3  and 4 is 147 megawatts. These units are 100% owned and 

operated by APS. Unit 5 and a separate steam unit are owned by a separate, unaffiliated entity 

but operated by APS. 

t (“West Pho e n ix”). . West Phoenix Power Plan . 

West Phoenix is an eight-unit gadoil-fired steam, combustion turbine, and combined 

cycle generation plant located in Phoenix, Arizona. Combustion turbine units 1 and 2 have an 

accredited capacity of 1 10 megawatts; combined cycle units 1 , 2 and 3 have an accredited 

capacity of 255 megawatts; and steam units 4,5 and 6 have an accredited capacity of 108.3 

megawatts. APS owns and operates 100YO of West Phoenix and is entitled to 100% ofthe 

output. 

DoudaslFairview Power Pia: 

DouglaslFairview is a single combustion turbine unit with a capacity rating of 16 

megawatts located near Douglas, Arizona. DouglasRairview is 100% owned and operated by 

APS. 

4 There are also three solar units at Ocotillo; however, these units will remain with APS. 



b. Power Marketing -- APS’ Power Marketing and Trading division 

(“Power Marketing”) primarily engages in the sale and purchase of electric capacity and energy 

in the wholesale market. Power Marketing sells excess power from APS’ generation facilities 

and also purchases energy from other entities to meet APS’ requirements to supply retail and 

wholesale customers. Power Marketing also engages in hedging transactions in forward markets 

for electricity and fuel and in the purchase and sale of emission allowances as part of APS’ effort 

to manage risks associated with its generation and distribution activities. The ACC Competition 

Rules and Settlement contemplate that as a competitive asset, APS would also move its Power 

Marketing division to an affiliate. Accordingly, on October 1 , 2000, Power Marketing became a 

division of PNW.’ 

c. TransmissionDistribution -- APS owns and operates approximately 

5,296 miles of transmission lines, of which all but 140 miles are located within the State of 

Arizona.6 APS’ transmission was built primarily to bring generation fiom its power plants to its 

retail electric loads in Arizona. Ownership and operation of APS’ transmission facilities is 

subject to regulation by FERC. Transmission rates are prescribed by FERC and the use of and 

.. 

PNW itself did not become an electric utility company when this occurred. The Commission and Staff 5 

have both recognized, on numerous occasions, that marketing activities are not utility activities under the Act. SB, 
u, UNITIL, Holding Company Act Release No. 26650 (Jan. 21, 1997); SEI Hol- , Holding Company Act 

wer I&&&QP L.L.C,, SEC No-Action Letter, 1997 SEC No-Act. 
es (&g& , SEC No-Action Letter, 1997 SEC No-Act. 

., SEC No-Action Letter, 1996 SEC No-Act. LEXIS 536 
de Resourc 

Release No. 26581 (Sept. 26,1996); &LIDCO Po 
LEXIS 785 (July 24,1997); Enron Cslgital& Tra 

, SEC No-Action Letter, 1996 SEC No-Act. LEXIS 510 (Apr. 26, 
LEXIS 287 (Feb. 13,1997); &&x Power MarketipeJBE 
(Apr. 30, 1996); J8G&E Power Marketine..lnc. 
1996); Coral PowaJJ&, SEC No-Action Letter, 1996 SEC No-Act. LEXIS 314 (Feb. 22,1996); AIG Tmihg a, SEC No-Action Letter, 1995 SEC No-Act. LEXIS 195 (Jan. 20,1995); Inter,Caast Power hGd&gXa, 
SEC No-Action Letter, 1994 SEC No-Act. LEXIS 886 (Dec. 6,1994); &$tric Cle a&ghouse&, SEC 

, SEC No-Action No-Action Letter, 1994; SEC No-Act. LEXIS 452 (Apr. 13,1994); CRSS Power M a r k e w  
Letter, 1994 SECNo-Act. LEXIS 431 (Mar. 31,1994). 
6 Specifically, as of December 31,2000, APS’ transmission system included approximately 1,627 miles of 
500 kV transmission, 578 miles of 345 kV transmission, 594 miles of 230 kV transmission, 176 miles of 115 kV 
transmission, and 2,32 1 miles of 69 kV transmission. 
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access to the transmission system is subject to FERC’s open access requirements set forth in 

FERC Order No. 888. As of December 31,2000, APS’ distribution system included 

approximately 23,000 miles of distribution line and served approximately 850,000 electric retail 

customers in its service temtory within the State of Arizona. APS provides distribution services 

in 1 1 of Arizona’s 15 counties, including the metropolitan Phoenix area. Pursuant to the 

Settlement approved by the ACC in 1999, which is more fully discussed below, retail rates have 

been set until July 1 , 2004, subject to conditions or circumstances which constitute an 

emergency. APS’ transmission and distribution business will remain with APS under the 

Reorganization. 

3. Pinnacle West Energy Corporation: PWE was incorporated in Arizona on 

September 27, 1999 under the laws of the State of Arizona. PWE is a wholly-owned subsidiary 

of PNW. PWE was organized primarily to engage in the business of developing, owning, and 0 
operating generation plants used for the production and sale of wholesale energy. As of 

December 3 1,2000, PWE was engaged in the development of approximately 2,600 megawatts of 

generating capacity in the State of Arizona and operations in other states are contemplated, too; 

however, PWE is not currently an electric utility company or a public-utility company within the 

meaning of the Act. 

Upon consummation of the Reorganization described herein and the subsequent 

relocation of APS’ nuclear generating facilities, PWE will own or lease the generation facilities 

currently owned or leased by APS and will assume APS’ responsibilities as operator of the 

facilities described above, with the exception of the Navajo Generating Station, which will 

continue to be operated by another, unaffiliated entity. 



On March 28,2001, PWE filed an application with FERC for EWG status. PWE’s EWG 

application describes PWE’s “eligible facility” as a 100% ownership and operating interest in 

West Phoenix Unit No. 4 (“West Phoenix No. 4‘3, a newly constructed natural gas-fired, 

combined cycle unit with a nominal power output of 120 MW located on the site of AF’S’s West 

Phoenix Plant. At the time PNW filed its original Application for Commission approval under 

Section 9(a)(2), it was not anticipated that West Phoenix No. 4 would be completed and prepared 

to go into operation prior to completion of the Transfer Transaction involving APS’ fossil 

generating facilities. However, due to the recent energy shortages in the West, PWE? accelerated 

the development of West Phoenix No. 4, which is now ready to provide test power and go into 

operation, and filed its application for EWG status. PWE will limit its activities to EWG 

activities until the Commission issues its order authorizing PWE to become a public-utility 

company subsidiary of PNW. At that time, PWE plans to inform FERC that it no longer intends . 

to operate as an EWG.’ 

PWE’s principal place of business is 400 North Fifth Street, Phoenix, Arizona 85004. 

4. APS Energy Services Company, Inc. (“APSES”): APSES is an Arizona 

corporation formed in 1998. APSES is a wholly-owned subsidiary of PNW. APSES was 

organized as a retail power marketer to provide retail energy and related retail energy services to 

customers throughout Arizona, California, and other states that have instituted retail direct 

access. APSES does not own or control electric power generation, transmission, or distribution 

facilities.’ APSES’ principal place of business is 400 East Van Buren Street, Phoenix, Arizona. 

1 In addition, to the extent necessary for PNW to maintain its intrastate exemption, PWE may establish EWG 

APSES is not an “electric utility company” or a “public-utility company” as those terms are defined in the 

subsidiaries to own andor operate future assets that may be located out of state. 

Act. &g, m, b, SEC No-Action Letter (1 997). 
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5. SunCor Development Company (“SunCory’): SunCor was incorporated in 

.. ,- 
..:I 

1965 under the laws of the State of Arizona. SunCor is a wholly-owned subsidiary of PNW. 

SunCor is engaged in commercial and residential real estate development. SunCor is not 

engaged in generating, transmitting, distributing or selling electric energy and will not be 

affected by the Reorganization. SunCor’s principal place of business is 3838 North Central, 

Suite 1500, Phoenix, Arizona 85012. 

6. El Dorado Investment Company (‘SEl Dorado”): El Dorado was 

incorporated in 1983 under the laws of the State of Arizona. El Dorado is an investment 

company and wholly-owned subsidiary of PNW. El Dorado is not engaged in the business of 

generating, transmitting, distributing, or selling electric energy and will not be affected by the 

Reorganization. El Dorado’s principal place of business is 400 East Van Buren Street, Suite 800, 

Phoenix, Arizona 85004. 1 0 
B. Regulatory Background 

The Reorganization is being undertaken in accordance with the Competition Rules and 

Settlement. Specifically, in Arizona, the ACC has adopted the Competition Rules to expedite the 

transition to retail electric competition. Among other things, the Competition Rules required that 

APS separate its fossil and nuclear generation assets and competitive business activities from its 

transmission and distribution functions and to develop, acquire and operate additional generation 

outside of APS. In 1999, the ACC approved the settlement between APS and several customer 

groups and consumer advocates resolving retail electric competition-related issues and approving 

unbundled  tariff^.^ The order found that the Settlement is in the public interest because it 

9 0 The ACC order approving the Settlement is attached as Exhibit D-5. 
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provides “for competitive retail access in APS’ Service Territory, establishes rate reductions for 

all APS customers, [and] sets a mechanism for stranded cost recovery.”1o 

Under the terms of the Competition Rules and the Settlement, retail choice for APS’ retail 

customers is being phased-in. As of January 1 , 2001 , all of APS’ retail customers are entitled to 

choose their retail power supplier.“ The retail rates of customers that continue to take filly 

bundled service from APS and do not choose an alternative supplier will be subject to planned 

rate reductions that will continue until July, 2004.12 Under the Settlement, APS is entitled to 

apply for a change in the agreed upon rate reductions only in the event of an emergency or a 

material change in its cost of service as a result of specified extraordinary events. The Settlement 

also requires APS to complete separation of its fossil and nuclear generation assets by December 

31,2002.*~ 

C. The Reorganization 

As previously mentioned, APS and PWE are both currently direct, wholly-owned 

subsidiaries of PNW. APS and PWE will be the only two “public-utility company” (as defined 

in the Act) subsidiaries of PNW upon the completion of the activities described in this 

Application. 

&g Exhibit D-5. 

I i  Sgs Exhibit D-5. 
% Exhibit D-4. 
& Exhibit D-4. As noted above, APS is not required to separate its solar resources and “environmentally 

io 
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friendly renewable electricity technologies” from its transmissioddistribution functions. 
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.‘ . 

PNW and APS propose to transfer APS’ fossil generating facilities pursuant to the 

arrangements described in the Term Sheet,I4 attached as Exhibit B-1 hereto. In connection with 

the Transfer Transaction, it is contemplated that the following transactions will occur during 

2001: First, A P S  will contribute all of its fossil generating facilities, assets and related 

operational agreements, to one or more of these newly-formed subsidiaries (hereafter “Transitory 

Subsidiaries”ywhich will be wholly-owned by APS. This transaction is intended to qualify as a 

tax-deferred reorganization under Internal Revenue Code (“RC”) Section 368(a)(l)@). Second, 

APS will distribute or cause to be distributed all of the stock of each Transitory Subsidiary to 

PNW in a transaction intended to qualify as a tax-deferred spin-off under IRC Section 355. 

Third, under state law, the Transitory Subsidiaries will then be merged into PWE (with PWE as 

the surviving entity) in a transaction intended to qualify as a tax-deferred statutory merger under 

IRC Section 368(a)( l)(A). It is contemplated that the three aforementioned transactions will . 0 
occur simultaneously. 

When the Reorganization is complete and APS’ nuclear generating assets have been 

moved to PWE, APS’ existing divisional structure in which its electric utility operations are 

divided along hctional lines will be formalized, and separate corporate entities will own the 

transmissioddistribution facilities and the fossil and nuclear generating assets. APS will become 

essentially a “wires” company and continue to own and operate its existing electric 

transmissioddistribution sy~tem,’~ and PWE will become a “generating” company and will own 

or lease and operate the existing fossil and nuclear generation plants and other generation 

~~~ 

l4 

it is now contemplated to occur during 2001. 
Although the term sheet indicates that the transfer of assets will take place “on or before January 1,2001,” 

Is APS will also continue to own its solar and renewable resource generating assets, 

13 
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facilities it develops, or acquires in the future, and sell the output h m  these plants and other 
a 

facilities at wholesde to Power Marketing. Power Marketing, in turn, is expected then to sell 

power to APS and other non-affiliated power purchasers. APS will continue to provide 

transmission and distribution services at regulated rates, as well as provide energy to those retail 

customers in APS’ existing service territory that do not elect to use an alternate retail power 

supplier. A diagram of PNW’s corporate structure, after the Transfer Transaction is complete 

and the nuclear generating facilities have been moved to PWE, is shown on Appendix B to 

Exhibit D- 1 attached hereto. 

The Transfer Transaction is subject to certain conditions as stated in the Term Sheet 

attached as Exhibit B-1. Principally, these conditions include: (a) the approval of the 

Commission under Section 9(a)(2) of the Act; (b) approvals of FERC under Sections 203 and 

205 of the Federal Power Act 16 U.S.C. §§824b and d (1994); and (c) consents and waivers of 

certain third parties with respect to contracts associated with the generation assets. The approval 

of the ACC has already been granted. l6 No PNW shareholder approval is required in connection 

with the Transfer Transaction. Although APS does not believe that shareholder approval is 

~ 

required for the Transfer Transaction, the approval of its sole shareholder was obtained on 

November 15, 2000.17 The approval of APS’ Board of Directors was also obtained on November 

15,2000. 
$3 

Approval from the Nuclear Regulatory Commission (“NRC”) will be obtained in connection with the 
movement of APS’ interest in its nuclear generating assets, which wiII occur by year-end 2002. No MRC approval, 
however, is necessary in connection with the Transfer Transaction involving APS’ fossil generating facilities. 
Approval of some plant participants may also be required. 



e.. 

No approval, other than the approval of the Commission under Section 9(a)(2), is 

necessary in connection with the Development Activities." 

D. 

The principal purpose of the Reorganization and the subsequent relocation of APS' 

Purpose and Anticipated Effects of the Reorganization 

nuclear generating facilities to PWE is to assure compliance with the provisions of the 

Competition Rules and the Settlement and provide PNW with increased financial, managerial, 

and organizational flexibility which will enable APS and PWE to effectively compete in a 

restructured utility industry. 

After extensive investigation and analysis, PNW has determined that the proposed 

Reorganization offers the best means of positioning the PNW system for future changes and 

opportunities and will enable PNW to take advantage of emerging business opportunities and 

manage risks to the benefit of both shareholders and customers. The Reorganization is the first 

step in a clear hct ional  and corporate separation between PNW's competitive generation 

business, and its distribution and transmission business, enabling each company to focus its 

resources on more clearly defined product markets and services. The intent of the 

Reorganization and subsequent relocation of APS ' nuclear generating facilities is to create a 

financially sound and responsive utility system which can provide utility services effectively and 

efficiently. Additionally, the corporate division along hnctional lines will provide a better 

structure for regulators to assure that there is no cross-subsidization of costs or transfer of 

business risk from the competitive generation business to the fully-regulated 

~ 

As noted above, PWE has filed with FERC an application for EWG status in connection with its 
Development Activities. In addition, although PWE's Development Activities may involve various siting, 
environmental, or other approvals, all of the approvals in connection with PWE's operation of West Phoenix No. 4 
have already been obtained. 
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transmissioddistribution business. Moreover, this type of corporate division of utility assets and 

operations along functional lines is becoming a highly-desirable form of conducting both a 

regulated transmissioddistribution business and a competitive generation business. 

The Reorganization will have no adverse effect on APS’ existing electric utility 

operations. The Reorganization will not cause substantive changes in PNW’s ultimate interest in 

existing utility businesses and will not involve the transfer or acquisition of any additional utility 

assets beyond those currently held by APS or those which have been developed by PWE. The 

managers and employees in PNW’s existing utility operations will continue to perform their 

existing functions -- either as employees of APS, the transmissioddistribution company, or as 

employees of PWE, the generating company. Thus, even though day-to-day utility operations 

would not be affected, the benefits discussed above will accrue to PNW and its customers and 

shareholders as a result of the Reorganization and the subsequent relocation of APS’ nuclear 

generating facilities to PWE. 

, 

E. Additional Information 

No associate company or affiliate of PNW or APS, or any affiliate of any associate 

company of PNW or APS, has any direct or indirect material interest in the proposed 

Reorganization except as stated herein. 

ITEM 2 FEES, COMMISSIONS AND EXPENSES 

The fees, commission and expenses to be paid or incurred by PNW and APS in 

connection with the federal regulatory approvals required in connection with the Reorganization 

and the establishment of PWE are estimated as follows: 

Auditors’ Fee ................................................................................................ $ 10,000.00 
Legal Fees ..................................................................................................... $ 400,000.00 

Total .................................................................................................. $ 410,000.00 



In addition, there will also be certain other costs associated with the transfer of APS’ 

generating assets to PWE; these costs, which will include fees for financial consulting, asset 

valuation, and engineering reports, as well as additional legal fees, are estimated not to exceed 

$1.5 million. 

ITEM 3 APPLICABLE STATUTORY PROVISIONS 

Sections 9(a)(2) and 10 of the Act are applicable to the proposed Reorganization. As a 

result of the proposed Reorgani~ation,’~ PNW will have two wholly-owned, public-utility 

company subsidiaries, AJ?S and PWE. Section 9(a)(2) of the Act requires Commission approval 

before a person may acquire more than 5% of the outstanding voting securities of more than one 

“public-utility company.” The standards for approval of a transaction under Section 9(a)(2) of 

the Act are set forth in Section 10 of the Act. The relevant standards under Section 10 are set 

forth in Section lo@), 1O(c) and 1O(f). 
0 

For the reasons explained below, the Commission should approve this Application 

pursuant to Section 9(a)(2) of the Act because it complies with the applicable standards of 

Section 10. PNW respectfully requests that the Commission issue an order approving the 

Reorganization by May 1 , 2001. As noted above, PWE has already filed an application with 

FERC for EWG status and intends to limit its activities exclusively to the ownership and 

operation of eligible facilities and sale of power at wholesale in order to maintain EWG status 

l9 

will cause PWE to become a public-utility company. As noted above, PWE has applied to FERC for EWG status 
because West Phoenix No. 4 will be prepared to sell test power prior to the date of a Commission order authorizing 
PWE to become a public-utility company. Once the Commission issues its order, however, PWE intends to inform 
FERC that it will no longer maintain EWG status. Thus, PNW seeks authorization for PWE to become a public- 
utility company the & of (1) the date PWE notifies FERC that it no longer intends to maintain EWG status or 
(2) the date the Transfer Transaction is consummated. 

At this time, it is not entirely clear whether it is the Transfer Transaction or the Development Activities that 
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a 
until the Commission issues an order approving this Application. Because EWG status limits 

PW’s activities to those “incidental” to the ownership and operation of eligible facilities, PWE 

is eager to become a public-utility company as soon as possible in order to have broader 

flexibility in addressing the needs of the electric power market. 

A. 

Section 9(a)(2) makes it unlawful, without approval of the Commission under Section 10, 

Approval of the Reorganization under Section 9(a)(2). 

“for any person , . . to acquire, directly or indirectly, any security of any public-utility company, 

if such person is an affiliate . . . of such company and of any other public utility or holding 

company, or will by virtue of such acquisition become such an affiliate.” By virtue of the 

proposed Reorganization, PNW will own more than 5% of the outstanding voting securities of 

two “public-utility companies” (APS and PWE) thus becoming an affiliate of both of these 

public-utility companies. Under Section 2(a)(5) of the Act, a “public-utility company” is an 

“electric utility company” or a “gas utility company.” Under Section 2(a)(3) of the Act, an 

“electric utility company” is defined as “any company which owns or operates facilities used for 

the generation, transmission, or distribution of electric energy for sale . . . .77 Upon completion of 

the Reorganization, PWE will own and operate certain of APS’ existing facilities for the 

generation of electric energy for sale, as well as West Phoenix No. 4 and other generating assets 

to be developed or acquired by PWE in the future, and APS will continue to own and operate its 

existing facilities for the transmission and distribution of electric energy for sale, as well as its 

nuclear, solar, and hydroelectric generating facilities. Therefore, both PWE and APS will be 

~ 
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1. Section lo@) 

Section 10(b) provides that the Commission shall approve an acquisition pursuant to 

Section 9(a)(2) unless the Commission finds that: 

(1) such acquisition will tend towards interlocking relations or the concentration of 
control of public-utility companies, of a kind or to an extent detrimental to the 
public interest or the interest of investors, or consumers; 

(2) in case of the acquisition of securities or utility assets, the consideration, iiicluding 
all fees, commissions, and other remuneration, to whomsoever paid, to be given, 
directly or indirectly, in connection with such acquisition is not reasonable or does 
not bear a fair relation to the sums invested in or the earning capacity of the utility 
assets to be acquired or the utility assets underlying the securities to be acquired; 
or 

(3) such acquisition will unduly complicate the capital structure of the holding- 
company system of the applicant or will be detrimental to the public interest or 
the interest of investors or consumers or the proper functioning of such holding- 
company system. 

PNW respectfully submits that no adverse findings should be made under any of these 

provisions. 
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.h., , 

8 “Detrimental Interlocking Relations” or 6cConcentration of 
Control” -- Section 10@)(1) 

Consistent with Section lO(b)(l) of the Act, PNW submits that the Reorganization will 

not tend towards interlocking relations or the concentration of control of public-utility 

companies, of a kind or to an extent detrimental to the public interest or the interest of investors 

or customers. The Reorganization involves the first step in the ultimate segregation of APS’ 

existing utility assets and operations along hctional lines into a generation company (PWE) and 

a transmission and distribution company (APS). 

While there may be certain common directors and officers of PNW and the public-utility 

subsidiaries, these relations normally exist in public-utility holding company systems among 

affiliated and associated companies and should not be considered detrimental to the public 

interest or the interest of investors or consumers. See Central W i n  e Power ComDanv. et a 1V 

Holding Co. Act Release No. 26903 (Aug. 7, 1998); CPSCO. Inc,, Holding Co. Act Release No. 

25152,47 SEC Docket 174 (Sept. 18,1990). 

Similarly, the Reorganization should not, within the meaning of Section lO(b)(l), be 

deemed to tend towards any “concentration of control of public-utility companies” that might be 

detrimental to the public interest, consumers or investors. The Reorganization will not involve 

the acquisition or control of any utility assets or operations which are not already owned or 

controlled by PNW or its existing public-utility subsidiary, APS, or being developed by PWE, 

the acquisition or control of any utility assets or operations which are not already owned or 

controlled by PNW or its existing public-utility subsidiary, APS, or being developed by PWE, 

and “will therefore have no effect on the concentration of control of public-utility companies.” 

Central Maine Power Companv. et al,, Holding Co. Act Release No. 26903 (Aug. 7, 1998); 

accord BEC Energy. et a I,, Holding Co. Act Release No. 26874 (May 15,1998); Fnergv East, 
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Csgg,, Holding CO. Act Release No. 26834 (March 4, 1998); Wisconsin EnerF Corp, , Holding 

Co. Act Release No. 24267 (Dec. 18, 1996). 

b. Fairness of Consideration and Fees -- Section 10@)(2) 

<. ., 

.. . 
i .. 

Section 10(b)(2) of the Act requires the Commission to determine whether the 

consideration paid in connection with a proposed acquisition of securities is reasonable and bears 

a fair relation to the investment in and earning capacity of the utility assets underlying the 

securities being acquired. 

The generating assets being moved as part of the Transfer Transaction will be recorded 

on the books of PWE at net book value. In addition, PWE will assume certain outstanding debt 

associated with the generating assets being moved. However, in order to maintain APS’ current 

debt to common stock equity ratio,” PNW will not move all of the outstanding debt associated 

with the generating assets to PWE. The valuation of PNW’s investment in the securities of PWE ~ 

and APS will be adjusted accordingly to reflect the movement of these assets and the associated 

debt to PWE. 21 

2o As of December 3 1,2000, APS’ debt to Common Stock equity ratio was 49%/51%. The Reorganization is 
being structured so that this ratio will remain the same after the Reorganization. 
21 Specifically, PWE will assume APS’ rights and obligations with respect to approximately $180 million in 
pollution control bonds issued by Navajo County, Arizona, Pollution Control Corporation and Coconino Comty, 
Arizona, Pollution Control Corporation. These two series of bonds were issued by the respective pollution control 
corporations under two separate Indentures of Trust dated as of August 1,1993 between the issuer and an 
independent trustee. In each case, the issuer loaned the proceeds of the bonds to APS under a Loan Agreement 
dated as of August 1, 1993, and APS is responsible to repay the loan by making payments on the bonds when due. 
APS‘ obligations are secured by First Mortgage Bonds issued by APS and delivered to the Trustee for the pollution 
control bonds. At the time generating assets are moved to PWE, APS will assign its rights and obligations under the 
Loan Agreements to PWE, and PWE will assume such obligations. APS will remain primarily liable for such 
obligations and the First Mortgage Bonds will remain outstanding. 

PWE will also assume APS’ obligations under another approximately $60 million of pollution control bond 
debt, releasing APS from such obligations. No bondholder consent is required in connection with PWE’s 
assumption of th is  debt. However, APS must give advance notice to the bondholders and any bondholder who does 
not wish to continue to hold the bonds may tender its bonds for purchase. In addition, if the issuance of a new letter 
of credit in substitution for the existing letter of credit supporting the bonds causes the ratings on the bonds to be 

21 



Since the Transfer Transaction involves an entirely intra-company movement of existing 

assets fiom one wholly-owned subsidiary to another, PNW believes that the valuation established 

for purposes of this asset transition is reasonable and bears a fair relationship to the sums 

invested in the assets. PNW, as the sole owner of both APS and PWE, can expect to earn a fair 

return on its investment in APS and its investment in PWE. 

An estimate of the fees and expenses to be paid in connection with the Reorganization is 

stated in Item 2 above. Such fees and expenses will be reasonable and customary for transactions 

of this kind and will not be material when measured against P W s  consolidated book value or 

the earning capacity of its assets. &g, u, Madison Gas and Electric Co. , Holding Co. Act 

Release No. 27326 (Dee. 28,2000); WPS Resow es C o n  ., Holding Co. Act Release No. 27330 

(Dee. 28,2000); b e r w  East Corp, , Holding Co. Act Release No. 27128 (Feb. 2,2000). 

lower than the existing rating, the bonds will be subject to a mandatory tender on the substitution date, and all the 
bonds will be subject to mandatory repurchase and remarketing on that date. 
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c. Complication of Capital Structure -- Section 10(b)(3) 

Section 10(b)(3) of the Act requires the Commission to determine whether the transaction 

will unduly complicate the capital structure of the PNW system, be detrimental to the public 

interest, the interest of the investors or consumers, or the proper functioning of the holding- 

company system. No such effect will result from the Reorganization. 

The Reorganization will not involve the creation of any ownership interests other than 

those necessary to maintain the basic corporate relationships of the reorganized holding-company 

system. PNW will continue to be the only issuer of publicly owned equity securities in the 

system. PNW will continue to own all of the outstanding common stock of PWE, APS, and 

PNW’s existing non-utility subsidiaries; there will be no minority equity interest in any of 

PNW’s public-utility subsidiaries. As noted above, certain pollution control bonds issued by 

APS will be assumed by PWE, but this will in no way complicate the capital structure of PNW, I 

APS, or PWE. This type of capital structure is typical of a contemporary holding company 

system and is within the traditional standards of the Act. 

Moreover, the Reorganization is a significant step toward the ultimate goal of creating 

separate entities to perform PNW’s transmissioddistribution business and its generation business 

in compliance with the ACC’s Competition Rules and the Settlement. Consequently, because 

the Reorganization does not complicate the capital structure of PNW, APS, or PWE, the 

standards of Section 10@)(3) of the Act are satisfied. 
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2. Section 1O(c) 

The relevant provisions of Section 1O(c) of the Act state that the Commission shall not 

approve: 

(1) an acquisition of securities or utility assets, or of any other interest, which is 
unlawful under the provisions of Section 8 or is detrimental to the carrying out of 
the provisions of Section 1 1; or 

(2) the acquisition of securities or utility assets of a public-utility or holding 
company unless the Commission finds that such acquisition will serve the public 
interest by tending towards the economical and the efficient development of an 
integrated public-utility system . . .: 

APS and PNW respectfidly submit that no adverse determination should be made under either of 

these provisions. 

a. Significant Benefits - Section lO(c)(l) 

Section lO(c)(l) prohibits an acquisition of securities which is “unlawfiil under the 

provisions of Section 8” or “detrimental to the carrying out of the provisions of Section 1 1 .” By 

their express terms, Sections 8 and 11 apply only to registered holding companies and do not 

apply to exempt holding companies. After the Reorganization, PNW will continue to be exempt 

from all provisions of the Act, except Section 9(a)(2), pursuant to Section 3(a)(l) of the Act since 

PNW and its utility subsidiaries, APS and PWE, will each be predominantly intrastate in 

character, carry on their businesses substantially in Arizona, and be organized in Arizona. 

Accordingly, Section 8 of the Act is inapplicable to the Reorganization. 



0 For the purposes of the Commission’s review of the proposed reorganization of a holding 

company, the relevant provision of Section 1 1 is Section 1 1 @)(2), which requires the 

Commission to find that ‘the corporate structure . . . of any company in the holding-company 

system does not unduly or unnecessarily coinplicate the structure . . , of such holding-company 

system.” In that connection, the Commission has construed this requirement, “to mean that the 

structural change must result in significant benefits to the holding-company system.” CIPSCO 

Inc., Holding Co. Act Release No. 25152,47 SEC Docket at 178 (Sept. 18, 1990); accord Central 

MainePowerC omtxmv. - et al., Holding Co. Act Release No. 26903 (Aug. 7, 1998); BEC En er gy, 

&&, Holding Co. Act Release No. 26874 (May 15, 1998); Rnerpv E ast COIU., Holding Co. Act 

Release No. 26834 (March 4, 1998). 

As discussed above in Section D of Item 1 , the corporate structure resulting from the 

Reorganization will yield significant benefits. Most importantly, the Reorganization and 
% 

subsequent movement of APS’ nuclear generating facilities to PWE will enable APS to 

implement the requirements of ACC Competition Rules and Settlement. In particular, as the 

ACC noted in its order on the Settlement, the Settlement provides for competitive retail access in 

APS’ service territory, establishes rate reductions for all APS customers, sets a mechanism for 

stranded cost recovery, and is in the public interest.” In addition, segregation of the separate 

utility functions into separate corporations dedicated solely to those functions will: (1) enable 

the executives, officers, and managers of APS and PWE to concentrate on the delivery of cost 

efficient and effective utility services responsive to the needs of customers; (2) allow PNW’s 

subsidiaries and affiliates to be more competitive in their businesses; (3) segregate the financial 

a 12 & Exhibit D-5. 
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and legal risks associated with those businesses; (4) ensure that there is no cross-subsidization of 

costs or business risk; and (5)  aid the investment community in analyzing and valuing individual 

lines of business. In cases involving corporate reorganizations or the formation of holding 

companies, the Commission has held that the existence of these kinds of potential benefits 

satisfies the statutory standard of Section lO(c)(l). See. e.%, mal M e Power ComDw, 

Holding Co. Act Release No. 26903 (Aug. 7, 1998); eatlan Companv - , Holding Co. 

Act Release No. 26482,61 SEC Docket 1057 (March 5,1996); SIGCORP. In c,, Holding Co. Act 

Release No. 26431,60 SEC Docket 90 @ec. 14,1995); PP&L Resources. Inc ., Holding Co. Act 

Release No. 26248,58 SEC Docket 2634 (March 10,1995); mSC0 Inc., Holding Co. Act 

Release No. 25152,47 SEC Docket 174 (Sept. 18, 1990); Wisconsin En ergv Corp., Holding Co. 

Act Release No. 24267 @ec. 18, 1996). 

b. Economics and Efficiencies of an Integrated System - 
Section 10(c)(2) 

Under Section 10(c)(2), the Commission must find that the Reorganization tends towards 

the economical and efficient development of an integrated public utility system. PNW 

respectfully submits that this standard is met in this case. 



(i) Economics and Efficiencies 

A number of economies and efficiencies will result from the PNW structure. Some of 

these benefits are described in Section D of Item 1 and Section A.2.a of Item 3, above. Overall, 

the Reorganization will permit a more eficient way to take advantage of competitive 

opportunities in the electric utility industry. Separating the competitive generation business fiom 

the regulated transmissioddistution operations will increase the ability of the system to take 

advantage of market opportunities and enable each entity to focus its resources on more clearly 

defined product markets and services. 

(ii) Integrated Public Utility System 

The electric utility system of PNW is presently “integrated’’ within the meaning of 

Section 2(a)(29) of the Act and will remain so after the Reorganization. 

The standards that must be met for an electric utility system to be integrated within the , 

meaning of Section 2(a)(29) of the Act are: 

(1) the utility assets are to be physically interconnected or capable of physical 
interconnection and under normal conditions may be economically operated as a 
single interconnected and coordinated system; 

(2) the operations of the system are confined to a single area or region, that is not so 
large as to impair the advantages of localized management, efficient operation, 
and the effectiveness of regulation. 

The Commission has previously taken notice of recent developments in the electric 

industry and has interpreted the Act and analyzed proposed transactions in light of these changed 

and changing circumstances. h, u, American Electric Power Co,, Holding Co. Act Release 

No. 27186 (Jun. 14,2000) (“AEP Order ”); New Century En erpies. Inc., Holding Co. Act Release 

No. 26748 (Aug. 1, 1997) (citing Hearing on Regulation of Public Utility Holding Companies 

a Before Subcomm. on Telecommunications and Finance and Subcomm. on Energy and Power of 
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the House of Representatives Comm. on Commerce, 104’ Cong., I” Sess. (Aug 4,1995) 

(testimony of Arthur Levitt, Chairman, SEC)). &g alsp J$uL v. Su w, 500 U.S. 173, 186-87 

(1991) (“an agency is not required to ‘establish rules of conduct to last forever,”’ “but rather 

must be given ample latitude to ‘adapt [its] rules and policies to the demands of changing 

circumstances.”’) (citations omitted). 

The Settlement and ACC Order introducing retail competition and requiring the 

separation of the regulated transmissionldistribution business from the competitive generation 

and marketing businesses constitute the type of “changing circumstance” which the Commission 

should consider in evaluating the proposed Reorganization. In addition, FERC has recognized 

that in order to foster competitive electric markets, the operation of transmission facilities should 

be functionally unbundled from the generation business andor transferred to an entirely separate 

corporate entity. The proposed Reorganization is consistent with these goals. 

When the Reorganization is complete, and APS has moved its nuclear generating assets 

to PWE, APS will be in compliance with the ACC Order and Settlement. Yet, the 

Reorganization will not affect the physical interconnections or coordinated operations associated 

with PAW’S existing utility system. All of APS’ existing interconnections will remain intact. A 

continuous, geographically compact system, with the same physical interconnections as exist 

today, will be maintained. 

Moreover, although the Reorganization, for the most part, will unbundle the 

transmissioddistribution business from the generation business from a financial perspective, the 

Reorganization will not affect coordination fi-om an operational perspective. The generation 

and/or flow of power within the system will continue to be centrally controlled and dispatched as 

need or economy dictates. &y u, WPS Resources Cow , Holding Co. Act Release No. 27330 
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@ec. 28,2000); Holding Co. Act Release No. 25524 (Apr. 24, 1992). Currently, 

economic dispatch of units is performed by Power Marketing and that responsibility will 

continue to reside with Power Marketing after the Reorganization is complete. Power Marketing 

will ensure that power needed to serve the wires company’s obligations is supplied through a 

combination of resources consisting of PWE-owned generation, APS-owned generation, and 

purchased power. Economic dispatch will be performed on the basis of availability and cost. 

System reliability operations will continue to be performed within the transmission organization 

as it always has been. 

The proposed Reorganization involves the relocation of APS’ ownership interest in its 

fossil generating facilities to PWE. This change in ownership is not expected to have a 

significant impact on PNW’s use and enjoyment of the relocated assets. Power Marketing will 

conduct marketing efforts, both as a buyer and seller, for the PNW system. The Commission has 

recently recognized joint marketing efforts as a means to coordinate system operations within the 

meaning of the System dispatchers in Power Marketing will continually monitor the 

generation needs and capacity of the PNW system. Moreover, the generating assets will be 

dedicated to serving APS’ bundled load and provider-of-last-resort obligations, albeit through a 

series of intra-holding company sales (that is, sales from PWE to Power Marketing and then to 

APS), at least through 2002. Beginning in 2003, APS will be required to procure at least 50% of 

1 

its requirements through an open market bidding process. It is likely that PWE generation will 

be bid in to that requirement through PNW. To the extent non-PWE generation is selected to 

supply the APS bundled load and provider-of-last-resort obligations, that generation would be 

23 American Electric Power Companv. Inc., Holding Co. Act Release No. 27186 (June 14,2000). 
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included in the purchased power portfolio of APS, and Power Marketing would simply include 

that purchased power in the generation dispatch queue, the same as it does for purchased power 

today. This method of operation will result in lower available energy costs for the APS 

distribution function. 

In addition, PWE and APS will enter into interconnection agreements containing terms 

and conditions governing the interconnection of each of PWE’s generators with the A P S  

transmissioddistribution system.” The agreements will include provisions for maintenance, 

operating and metering standards, access to facilities, redispatch, the provision of ancillary 

services, and liability issues. Power Marketing will also enter into transmission service 

”.* 

agreements with APS under APS’ FERC open access transmission tariff so that Power Marketing 

can receive deliveries from PWE and deliver electric energy to APS for service to APS’ retail 

and wholesale native load customers. 

Finally, the area of operations of the system will not be affected by the Reorganization 

and will continue to be primarily confined to a single area (m, APS’ existing service territory in 

Arizona) that is not so large as to impair the advantages of continuing localized management, 

efficient operation, and effective regulation. See CP&L EnergL Inc., Holding Co. Act Release 

No. 27188 (June 15,2000); Central Main e Power ComDanv - . et al., Holding Co. Act Release No. 

26903 (Aug. 7,1998). 

3. Section 1O(f) 

Section 1O(Q provides that “[tlhe Commission shall not approve any acquisition. . . 

under this Section unless it appears to the satisfaction of the Commission that such State laws as 
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may apply in respect of such acquisition have been complied with, except where the Commission a 
finds that compliance with such State laws would be detrimental to the carrying out of the 

provisions of Section 11 . . , .” 

The Transfer Transaction is conditioned on full conipliance with the laws of the Arizona. 

The Development Activities do not explicitly raise any questions of State law, other than siting 

and permitting issues; however, PNW filly complied with all applicable State laws when it 

initially formed PWE. APS is currently and will remain subject to the jurisdiction of the ACC 

with respect to the provision of retail electric service. APS and PNW have received the 

necessary approval from the ACC to proceed with the Transfer Transaction. A copy of this ACC 

approval is filed as Exhibit D-5 hereto. 

For the reasons stated above, the proposed Reorganization meets the standards set forth in 

Sections 9(a)(2) and 10. The Reorganization involves the first step in the segregation of APS’ 

existing utility assets and operations along functional lines into two companies - one company 

that is primarily in the wires business and a second in the generation business. The 

Reorganization will not unduly complicate the capital structure of the PNW system; nor will the 

Reorganization be detrimental to the public interest, the interests of investors or consumers, or 

the proper hnctioning of tlis system. Also, the Reorganization will yield significant benefits by 

allowing PNW’s public-utility subsidiaries to more effectively compete in the electric utility 

industry. Therefore, the Commission should by order approve the Reorganization. 

24 Interconnection agreements already exist for the generating units that are jointly owned or leased by APS; 
therefore, new interconnection agreements will be required only for those facilities that will be owned or leased in 
their entirety by P T i  and for any new generating facilities developed or acquired by PmX. 



E. PNW Will Continue to Claim a Section 3(a)(l) Exemption After the 
Reorganization. 

Section 3(a)(l) of the Act makes an exemption from all of the provisions of the Act, 

except for Section 9(a)(2), available to a holding company, if “such holding company, and every 

subsidiary company thereof which is a public-utility company from which such holding company 

derives, directly or indirectly, any material part of its income, are predominately intrastate in 

&>‘ 
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character and carry on their business substantially in a single State in which such holding 

company and every such subsidiary company thereof are organized.” After the Reorganization is 

complete, PNW and its two public-utility subsidiaries -- APS and PWE -- will be predominantly 

intrastate in character and will carry on their business substantially in Arizona, the state in which 

they are all organized.” In this regard, PNW will continue to claim an exemption pursuant to 

Section 3(a)(l) of the Act and Rule 2 of the Commission’s regulations, by filing annual 

exemption statements on Form U-3A-2 following the Reorganization. 

25 While APS’ existing power marketing division was moved to PNW, and continues to perform its power 
marketing activities on a nationwide basis, PNW’s utility operations are still predominately intrastate in character 
and conducted primarily in Arizona. As noted above, the Commission Staff has indicated in a series of no-action 
letters that power marketers are not considered “electric utility companies’’ under Section 2(a)(3) of the Act and, 
therefore, are not “public-utility companies” under Section 2(a)(5) of the Act. &, L&, Sunoco Power w e t &  
L,,I&Ly SEC No-Action Letter, 1997 SECNo-Act. LEXIS 785 (July 24,1997); Enran Cau’ ita1 & Trade Resourc eS 
QQL, SEC No-Action Letter, 1997 SEC No-Act. L E S S  287 (Feb. 13,1997). e 



ITEM 4 REGULATORY APPROVAL 

The Transfer Transaction requires the approval of the ACC and FERC. APS has received 

an order approving the Transfer Transaction fi-om the ACC, a copy of which is attached hereto as 

Exhibit D-5. APS also filed an application for approval of the proposed Transfer Transaction 

with the FERC, a copy of which is attached as Exhibit D-1 . A copy of the final FERC order 

pursuant thereto was filed by amendment on December 8,2000, as Exhibit D-2. Other than such 

enumerated approvals and the approval of the Commission hereunder, no other approvals are 

required for the Transfer Transaction and the movement of APS’ fossil generating assets to 

PWE.26 No approvals, other than the approval of the Commission under Section 9(a)(2) of the 

Act, are necessary in connection with PWE’s Development Activities.” 

26 

generating facilities to PWE. See supra n. 10. 
’’ 
Development Activities. In addition, although PWE’s Development Activities may involve various siting, 
environmental, and other approvals, all of the approvals in connection with PWE’s operation of West Phoenix No. 4 
have already been obtained. 

As noted above, approval from the NRC will be obtained in connection with the relocation of APS’ nuclear 

As noted above, PWE has filed with FERC an application for EWG status in connection with its 



ITEM 5 PROCEDURE 

PNW respectfdly requests that there be no 30-day waiting period between the issuance of 

. the Commission’s order and the date on which it is to become effective. PNW also requests that 

there be no hearing on this application and that the Commission issue its order as soon as 

practicable af’ter the filing hereof. PNW respectfblly requests that the Commission issue and 

publish the requisite notice under Rule 23 with respect to the filing of this application not later 

than January 22,2001, such notice to specify a date not later than February 22,2001, by which 

comments may be entered and a date not later thm May 1,2001, as the date after which an order 

of the Commission granting and permitting this application to become effective may be entered 

by the Commission. A form of Notice is filed herewith as Exhibit H-1 , 

Without prejudice to its right to modify the same if a hearing should be ordered on this 

application, PNW hereby makes the following specifications required by paragraph (b) of Item 5 

of Form U-1: 

(1) There should not be a recommended decision by a hearing officer or any other 
responsible officer of the Commission. 

There should not be a 30-day waiting period between issuance of the 
Commission’s order and the date on which the order is to become effective. 

PNW consents to the Division of Investment Management assisting in the 
preparation of the Commission’s decision or order in this matter, unless such 
Division opposes this application. 

(2) 

(3) 

ITEM 6 EXHIBITS AND FINANCIAL STATEMENTS 

It is requested that the Commission send copies of all communications to PNW as 

follows: 



Herbert I. Zinn Mary Ann K. Huntington 
Pinnacle West Capital Corporation 
400 North Fifth Street 
Mail Station 8695 
Phoenix, Arizona 85004 

Morgan, Lewis & Bockius LLP 
1800 M Street, N. W. 
Washington, D.C. 20036 
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A. Exhibits 

Description of Document Exhibit No. Method of Filing 

A- 1 Restated Articles of Incorporation of PNW. 

A-2 

A-3 

Incorporated by reference; File 

B-1 

Restated Articles of Incorporation of APS.  

D- 1 

NO. 1-8962, PNW Form 10-K 

for the year ended December 

31, 1999. 

Incorporated by reference; File 

NO. 1-4473, APS Form 8-K 

(Sept. 23,1993). 

D-2 

Articles of Incorporation of PWE. 

D-3 

Filed herewith. 

Form of Term Sheet. Filed herewith. 

Application of APS, PNW and PWE? to FERC 

for Authorization to Transfer Jurisdictional 

Filed herewith. 

Order of FERC. Filed by amendment on 

Facilities. 

Retail Electric Competition Rules. 

December 8,2000. 

Incorporated by reference; file 

No. 1-4473, filed as Exhibit 



D-4 

D-5 

D-6 

D-7 

E- 1 

F- 1 

F-2 

G- 1 

Comprehensive Settlement Agreement Related 

to the Implementation of Retail Electric 

Competition, filed with the Arizona Corporation 

Commission. 

ACC Approval of the Settlement Agreement. 

Amended Settlement Agreement. 

ACC Order dated February 8,2001 granting 

waiver for solar resources, and environmentally 

friendly renewable electricity technologies. 

Map showing location of the generating facilities 

of A P S  that are being moved to PWE along with 

their related transmission facilities. 

Signed initial opinion of counsel. 

Past-tense opinion of counsel. 

PNW, Form U-3A-2, "Statement by Holding 

Company Claiming Exemption under Rule U-2 

fiom the Provisions of the Public Utility Holding 

Company Act of 1935." 

Form 10-Q Report. 

Filed by Amendment on April 

27, 2001. 

Filed by Amendment on April 

27,2001. 

Filed herewith. 

Filed by Amendment on April 

27,2001. 

Filed herewith. 

Filed by Amendment on April 

27,2001. 

To be filed by amendment. 

Incorporated by reference; File 

No. 69-306, dated Feb. 29, 

2000. 

a 
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H-1 Form of Notice Filed herewith. 
l 



B. Financial Statements 

Statement 

No. 

FS-1 

Description of Document Method of Filing 

Historical consolidated financial statements of Incorporated by reference to 

Statement Description of Document Method of Filing 

No. 

FS-1 

I 

Historical consolidated financial statements of Incorporated by reference to 

Annual Reports on Form 10-K 

FS-2 

for the years ended 1999,1998 

and 1997 

Although separate financial statements for PWE have not been included, PWE’s financial 

PNW Annual Reports on Form 10-K 

for the years ended 1999,1998 

and 1997 

Incorporated by reference to Historical consolidated financial statements of 

information is included in the consolidated financial statements of PNW. 

ITEM 7 INFORMATION AS TO ENVIRONMENTAL EFFECTS 

None of the matters that are the subject of this application and declaration involves a 

“major federal action” nor do any of them “significantly affect the quality of the human 

environment” as those terms are used in Section 102(2)(C) of the National Environmental Policy 

Act. The transaction that is the subject of this application will not result in changes in the 

operation of the company that will have an impact on the environment. Neither APS nor PNW 

are aware of any federal agency that has prepared or is preparing an environmental impact 

statement with respect to the transactions that are the subject of this application. 

SIGNATURE 

- A  



e Pursuant to the requirements of the Public Utility Holding Company Act of 1935, the 

undersigned company has duly caused this Application to be signed on its behalf by the 

undersigned thereunto duIy authorized. 

PINNACLE WEST CAPITAI, CORPORATION 

Date: A p r i l a  2001 

Phoenix, Arizona 
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SETTLEMENT AGREEMENT 

May 14, 1999 

This settlement agreement ("Agreement") is entered into as of May 14, 1999, by 
Arizona Public Service Company ("APS" or the "Company") and the various signatories to 
this Agreement (collectively, the "Parties") for the purpose of establishing terms and 
conditions for the introduction of competition in generation and other competitive services that 
are just, reasonable and in the public interest. 

INTRODUCTION 

In Decision No. 59943, dated December 26; 1996, h e  Arizona Corporation 
Commission ("ACC" or the "Commission") established a "framework" for introduction of 
competitive electric services 'bwghoiit the teritoiks of public service corpo:~ations i? 
A r i Z o ~  in the rules adopted in A.A.C. R14-2-1601 et seq. (collectively, "Electric Competition 
Rules" as they may be amended from t h e  to time). The Electric Competition Rules 
established by that order contemplated future changes to such rules and the possibility of 
waivers or amendments for particular companies under appropriate circumstances. Since their 
initial issuance, the Electric Competition'Rules have been amended several times and are 
currently stayed pursuant to Decision No. 61311, dated January 5, 1999. During this time, 
A P S ,  Commission Staff and other interested parties have participated in a number of 
proceedings, workshops, public comment sessions and individual negotiations in order to 
further refine and develop a restructured utility industry in Arizona that will provide 
meaningful customer choice in a m e r  that is just, reasonable and in the public interest. 

T 0 

This Agreement establishes the agreed upon transition for APS to a restructured 
entity and will provide customers with competitive choices for generation and certain other 
retail services. The Parties believe this Agreement will produce benefits for all customers 
through implementing customer choice and providing rate reductions so that the APS service 
territory may benefit from economic growth. The Parties also believe this Agreement will 
fairly treat A P S  and its shareholders by providing a reasonable opportunity to recover 
prudently incurred investments and costs, including stranded costs and regulatory assets. 

Y 
.%= 

Specifically, the Parties believe the Agreement is in the public interest for the 
. following reasons. E&, customers will receive substantial rate reductions. Second, 

competition will be promoted through the introduction of retail access faster than would have 
been possible without this Agreement and by the functional separation of APS' power 
production and delivery functions. Third, economic development and the environment will 
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benefit through guaranteed rate reductions and the continuation of renewable and energy 
effkiency programs. Fourt&, universal service coverage will be maintained through APS' low 
income assistance programs and establishment of "provider of last resort" obligations on A P S  
for customers who do not wish to participate in retail access. m, A P S  will be able to 
recover its regulatory assets and stranded costs as provided for in this Agreement without the 
necessity of a general rate proceeding. && substantial litigation and associated costs will be 
avoided by amicably resolving a number of important and contentious issues that have already 
been raised in the courts and before the Commission. Absent approval by the Commission of 
the settlement reflected by this Agreement, A P S  would seek full stranded cost recovery and 
pursue other rate and competitive restructuring provisions different than provided for herein. 
The other Parties would challenge at least portions of APS' requested relief, including the 
recovery of all stranded costs. The resulting regulatory hearings and related court appeals 
would delay the start of competition and drain the resources of all Parties. . 

NOW, THEREFORE, A P S  and the Parties agree to the following provisions 
which they beIieve to be just, reasonable and in the public interest: 

TERMS OF AGREEMENT 

ARTICLE I 
. .r.: - ... . -  

;&:. . 
-3- :.;: 1.1. The APS distribution system shall be open for retail access OR July 1, 

1999; provided, however, that such retail access to electric generation and other Competitive 
electric services suppliers will be phased in. for customers in APS' service territory in 
accordance with the proposed Electric Competition Rules, as and when such rules become 
effective, with an additional 140 MW being made available to eligible non-residential . 
customers. The Parties shall urge the Commission to approve Electric Competition Rules, at 
least on an emergency basis, so that meaningful retail access can begin by July 1, 1999. 
Unless subject to judicial or regulatory restraint, APS shall open its distribution system to 
retail access for all customers on January 1, 2001. 

.. . 

1.2. APS will make retail access available to residential customers pursuant to 
its December 21, 1998, filing with the Commission. 

1.3. The Parties acknowledge that APS' ability to offer retail access is 
contingent upon numerous conditions and circumstances, a number of which are not within the 
direct control of the Parties. Accordingly, the Parties agree that it may become necessary to 
modify the terms of retail access to account for such factors, and they further agree to address 
such matters in good faith and to cooperate in an effort to propose joint resolutions of any such 
matters. 
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1.4. A P S  agrees to the amendment and modification of its Certificateb) of 
Convenience and Necessity to permit retail access consistent with the terms of this Agreement. 
The Commission order adopting this Agreement shall constitute the necessary Commission 
Order amending and modifying APS’ CC&Ns to permit retail access consistent with the terms 
of this Agreement. 

ARTICLE 11 
B A 3 u x a m  

2.1. The Company’s unbundled rates and charges attached hereto as Exhibit A 
will be effective as of July 1,1999, The Company’s presently authorized rates and charges shall 
be deemed its standard offer (“Standard Offer”) rates for purpase~ of this Agreement and the 
Electric Competition Rules. Bills for Standard Offer service shall indicate individual unbundled 
service components to the extent required by the Electric Competitign Rules. 

2.2. Future reductions of standard offer tariff rates of 1.5% for customers 
having loads of less than 3 MW shall be effective as of July 1, 1999, July 1, 2000, July 1, 
2001, July 1,2002, and July 1,2003, upon the filing and Commission acceptance of revised 
tariff sheets reflecting such decreases. For customers having loads greater than 3 MW served 
on Rate Schedules E-34 and E-35, Standard Offer tariff rates will be reduced: 1.5%, effective 
July 1, 1999; 1.5% effective July 1,2000; 1.25% effective July 1,2001; and -75% effective 
July 1, 2002. The 1.5% Standard Offer rate reduction to be effective July 1, 1999, includes 
the rate reduction otherwise required by Decision No. 59601. Such decreases shall become 
effective by the filing with and acceptance by the Commission of revised tariff sheets reflecting ‘I 
each decrease. 

2.3. Customers greater than 3 Mw who choose a direct access supplier must 
give APS one year’s advance notice before being eligible to return to Standard Offer service. 

2.4. 
forth in Exhibit A attached hereto upon the filing and Commission acceptance of revised tariff 
sheets reflecting such decreases. 

2.5. 
Commission from approving, changes to specific rate schedules or terms and conditions of 
service, or the approval of new rates or terms and conditions of service, that do not 
significantly affect the overall earnings of the Company or materially modify the tariffs or 
increase the rates approved in this Agreement. Nothing contained in this Agreement shall 
preclude APS from filing changes to its tariffs or terms and conditions of service which are not 
inconsistent with its obligations under this Agreement. 

Unbundled rates shall be reduced in the amounts and at the dates set 

This Agreement shall not preclude APS from requesting, or the 

2.6. Notwithstanding the rate reduction provisions stated above, the 
Commission shall, prior to December 31, 2002, approve an adjustment clause or clauses which 



will provide full and timely recovery beginning July 1,2004, of the reasonable and prudent 
costs of the following: 

(1) APS’ “provider of last resqrt” and Standard Offer obligations for 
service after July 1,2004, which costs shall be recovered only 
from Standard Offer and “provider of last resort” customers; 

(2) Standard Offer service to customers who have left Standard Offer 
service or a special contract rate for a competitive generation 
supplier but who desire to return to Standard Offer service, which 
costs shall be recovered only from Standard Offer and “provider 
of last resort” customers; 

(3) compliance with the Electric Competition Rules or Conmission- 
ordered programs or directives related to the implementation of 
the Electric Competition Rules, as they may be amended from 
time to time, which costs shall be recovered from all customers 
receiving services from APS; and 

(4) Commission-approved system benefit programs or IeveIs not 
included in Standard Offer rates as of June 30, 1999, which costs 
shall be recovered from all customers receiving services from 
APS. 

By June 1, 2002, A P S  shall file an application for an adjustment clause or clauses, together 
with a proposed plan of administration, and supporting testimony. The Commission shall 
thereafter issue a procedural order setting such adjustment clause application for hearing and 
including reasonable provisions for participation by other parties. The Commission order 
approving the adjustment clauses shall also establish reasonable procedures pursuant to which 
the Commission, Commission Staff and interested parties may review the costs to be 
recovered. By June 30, 2003, APS will file its request for the specific adjustment clause 
factors which shall, after hearing and Commission approval, become effective July 1, 2004. 
APS shall be allowed to defer costs covered by this Section 2.6 when incurred for later full 
recovery pursuant to such adjustment clause or clauses, including a reasonable return. 

2.7. By June 30,2003, A P S  shall file a general rate case with prefiled 
testimony and supporting schedules and exhibits; provided, however, that any rate changes 
resulting therefrom shall not become effective prior to July 1,2004. 

... 
.“C. 

2.8. APS shall not be prevented from seeking a change in unbundIed or 
Standard Offer rates prior to July 1,2004, in the event of (a) conditions or circumstances which 
constitute an emergency, such as the inability to finance on reasonable terms, or (b) material 
changes in U S ’  cost of service for Commission regulated services resulting from federal, tribal, 
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state or local laws, regulatory requirements, judicial decision, actions or orders. Except for the 
changes otherwise specifically contemplated by this Agreement, unbundled and Standard Offer 
rates shall remain unchanged until at least July 1,2004. 

3.1. APS currently recovers regulatory assets through July 1, 2004, pursuant 
to Commission Decision No, 59601 in accordance with the provisions of this Agreement. 

3.2. APS has demonstrated that its allowable stranded costs after mitigation 
(which result from the impact of retail access), exclusive of regulatory assets, are at least $533 
million net present value. 

3.3. The Parties agree that A P S  should not be aliowed to recover 
$183 million net present value of the amounts included above. APS shall have a reasonable 
opportunity to recover $350 million net present value through a competitive transition charge 
("CTC") set forth in Exhibit A attached hereto. Such CTC shall remain in effect until 
December 31, 2004, at which time it will terminate. If by that date APS has recovered more 
or less than $350 million net present value, as calculated in accordance with Exhibit B attached 
hereto, then the nominal doIlars associated with any excess recovery/under recovery shall be 
crediteddebited against the costs subject to recovery under the adjustment clause set forth in 
Section 2.6(3). 

3.4. The regulatory assets to be recovered under this Agreement, after giving * 

effect to the adjustments set forth in Secdon 3.3, shall be amortized in accordance with 
Schedule C of Exhibit A attached hereto. 

3.5. Neither the Parties nor the Commission shall take any action that would 
diminish the recovery of APS' stranded costs or regulatory assets provided for herein. The 
Company's willingness to enter into this Agreement is based upon the Commission's 
irrevocable promise to permit recovery of the Company's regulatory assets and stranded costs 
as provided herein. Such promise by the Commission shall survive the expiration of the 
Agreement and shall be specifically enforceable against this and any future Commission. 

ARTICLE IV 

4.1. The Commission will approve the formation of an affiliate or affiliates of 
APS to acquire at book value the competitive services assets as currently required by the 
Electric Competition Rules. In order to facilitate the separation of such assets efficiently and 
at the lowest possible cost, the Commission shall grant APS a two-year extension of time until 



December 3 1,  2002, to accomplish such separation. A similar two-year extension shall be 
authorized for compliance with A.A.C. R14-2-1606P). 

4.2. Approval of this Agreement by the Commission shall be deemed to 
constitute all requisite Commission approvals fur (1) the creation by A P S  or its parent of new 
corporate affrliates to provide competitive services including, but not limited to, generation 
sales and power marketing, and the transfer thereto of APS' generation assets and competitive 
services, and (2) the full and timely recovery through the adjustment clause referred to in 
Section 2.6 above for all of the reasonable and prudent costs so incurred in separating 
competitive generation assets and competitive services as required by proposed A.A.C. R14-2- 
1615, exclusive of the costs of transferring the APS power marketing function to an affiliate. 
The assets and services to be transferred shall include the items set forth on Exhibit C attached 
hereto. Such transfers may require various regulatory and third party approvals, consents or 
waivers from entities not subject to U S '  control, including the FERC and the NRC. No Party 
to this Agreement (including the Commission) will oppose, or support opposition to, APS 
requests to obtain such approvals, consents or waivers. 

4.3. Pursuant to A.R.S. 0 40-202(L), the Commission's approval of this 
Agreement shall exempt any competitive service provided by A P S  or its affiliates from the 
application of various provisions of A.R.S. Title 40, including A.R.S. $0 40-203, 40-204(A), 
40-204(B), 40-248, 40-250, 40-251, 40-285, 40-301, 40-302,40-303, 40-321,40-322, 40-331, 
40-332, 40-334, 40-365, 40-366,40-367 and 40-401. 

4.4. APS' subsidiaries and affiliates (including APS '  parent) may take 
advantage of competitive business opportunities in both energy and non-energy related 
businesses by estabIishing such unregulated affiliates as they deem appropriate, which will be 
free to operate in such places as they may determine. The APS affiliate or affiliates acquiring 
APS' generating assets may be a participant in the energy supply market within and outside of 
Arizona. Approval of this Agreement by the Commission shall be deemed to include the 
following specific determinations required under Sections 32(c) and (k)(2) of the Public Utility 
Holding Company Act of 1935: 

APS or an affiliate is authorized to establish a subsidiary company, which will 
seek exempt wholesale generator ("EWG") status from the Federal Energy 
Regulatory Commission, for the purposes of acquiring and owning Generation 
Assets. 

The Commission has determined that allowing the Generation Assets to become 
"eligible facilities, within the meaning of Section 32 of the Public Utility 
Holding Company Act ("PUHCA"), and owned by an APS EWG affiliate 
(1) will benefit consumers, (2) is in the public interest, and (3) does not violate 
Arizona law: 

6 



The Commission has sufficient regulatory authority, resources and access to the 
books and records of APS and any relevant associate, aEliate, or subsidiary 
company to exercise its duties under Section 32(k) of PUHCA. 

A P S  will purchase any electric energy from its EWG affiliate at market based 
rates. This Commission has determined that (1) the proposed transaction will 
benefit consumers and does not violate Arizona law; (2) the proposed 
transaction will not provide A P S ’  EWG affiliate an unfair competitive advantage 
by virtue of its affiliation with APS; (3) the proposed transaction is in the public 
interest. 

The APS affiliate or affiliates acquiring APS’ generating assets will be subject to regulation by 
the Commission, to the extent otherwise permitted by law, to no greater manner or extent than 
that manner and extent of Commission regulation imposed upon otper owners or operators of 
generating facilities. 

4.5. The Commission’s approval of this Agreement will constitute certain 
waivers to A P S  and its affiliates (including its parent) of the Commission’s existing affiliate 
interest rules (A.A.C. R14-2-801, et seq.), and the rescission of all or portions of certain prior 
Commission decisions, all as set forth on Exhibit I) attached hereto. 

4.6. The Parties reserve their rights under Sections 205 and 206 of the 
Federal Power Act with respect to the rates of any APS affiliate formed under the provisions of 
this Article IV. 

ARTICLE V 

5.1. Upon receipt of a final order of the Commission approving this 
Agreement that is no longer subject to judicial review, APS and the Parties shall withdraw with 
prejudice all of their various court appeals of the Cornmission’s competition orders. 

ARTICLE VI 

6.1. This Agreement shall not become effective until the issuance of a final 
Commission order approving this Agreement without modification on or before August 1, 
1999. In the event that the Commission fails to approve this Agreement without modification 
according to its terms on or before August 1, 1999, any Party to this Agreement may withdraw 
from this Agreement and shall thereafter not be bound by its provisions; provided, however, 
that if APS withdraws from this Agreement, the Agreement shall be null and void and of no 
further force and effect. In any event, &e rate reduction provisions of this Agreement shall not 
take effect until this Agreement is approved. Parties so withdrawing shall be free to pursue 



. , their respective positions without prejudice. Approval of this Agreement by the Commission 
shall make the Commission a Paay to this Agreement and fully bound by its provisions. 

6.2. The Parties agree that they shall make all reasonable and good faith 
efforts necessary to (1) obtain final approval of this Agreement by the Commission, and (2) 
ensure full implementation and enforcement of all the terms and conditions set forth in this 
Agreement. Neither the Parties nor the Commission shall take or propose any action which 
would be inconsistent with the provisions of this Agreement. All Parties shall actively defend 
this Agreement in the event of any chaIIenge to its vaiidity or implementation. 

ARTICLE VIX 
1 

7.1. To the extent any provision of this Agreement is inconsistent with any 
existing or future Commission order, rule or regulation or is inconsistent with the Electric 
Competition Rules as now existing or as m y  be amended in the future, the provisions of this 
Agreement shall control and the approval of this Agreement by the Commission shall be 
deemed to constitute a Commission-approved variation or exemption to any conflicting 
provision of the Electric Competition Rules. 

7.2. The provisions of this Agreement shall be implemented and enforceable 
notwithstanding the pendency of a legal challenge to the Commission’s approval of this 

- Agreement, unless such implementation and enforcement is stayed or enjoined by a court 
having jurisdiction over the matter. If any portion of the Commission order approving this 
Agreement or any provision of this Agreement is declared by a court to be invalid or unlawful 
in any respect, then (1) APS shall have no further obligations or liability under this 
Agreement, including, but not limited to, any obligation to implement any future rate 
reductions under Article II not then in effect, and (2) the modifications to APS’ certificates of 
convenience and necessity referred to in Section 1.4 shall be automatically revoked, in which 
event A P S  shall use its best efforts to continue to provide noncompetitive services (as defrned 
in the proposed Electric Competition Rules) at then current rates with respect to customer 
contracts then in effect for competitive generation (for the remainder of their term) to the 
extent not prohibited by law and subject to applicable regulatory requirements. 

- 

7.3. The terms and provisions of this Agreement apply solely to and are 
binding only in the context of the purposes and results of this Agreement and none of the 
positions taken herein by any Party may be referred to, cited or relied upon by any other Party 
in any fashion as precedent or. otherwise in any other proceeding before this Commission or 
any other regulatory agency or before any court of law for any purpose except in furtherance 
of the purposes and results of this Agreement. 

7.4. This Agreement represents an attempt to compromise and settle disputed 
claims regarding the prospective just and reasonable rate levels, and the terms and conditions 

8 



of competitive retail access, for APS in a manner consistent with the public interest and 
applicable legal requirements. Nothing contained in this Agreement is an admission by A P S  
that its current rate levels or rate design are unjust or unreasonable. 

7.5. As part of this Agreement, APS commits that it will continue the APS 
Community Action Partnership (which includes weatherization, facility repair and replacement, 
bill assistance, health and safety programs and energy education) in an annual amount of at 
least $500,000 through July 1, 2004. Additionally, the Company will, .subject to C o d s s i o n  
approval, continue low income rates E-3 and E4 under their current terms and conditions. 

1 7.6. A P S  shall actively support the Arizona Independent Scheduling 
Administrator (‘‘AKA’’) and the formation of the Desert Star Independent System Operator. 
A P S  agrees to modify its OAT“ to be consistent with any FERC approved U S A  protocols. 
The Parties reserve their rights with respect to any AISA protocols, including the right to 
challenge or seek modifications to, or waivers from, such protocols. A P S  shall file changes to 
its existing OATT consistent with this section within ten (10) days of Commission approval of 
this Agreement pursuant to Section 6.1. 

7.7. Within thirty (30) days of Commission approval of this Agreement 
pursuant to Section 6.1, APS shall serve on the Parties an Interim Code of Conduct to address 
inter-affiliate relationships involving APS as a utility distribution company. A P S  shall 
voluntarily comply with this Interim Code of Conduct until the Commission approves a code of 
conduct for APS in accordance with the Electric Competition Rules that is concurrently 
effective with codes of conduct for all other Affected Utilities (as defined in the Electric 
Competition Rules). A P S  shall meet and confer with the Parties prior to serving its Interim 
Code of Conduct.. 

7.8. 

t 

In the event of any disagreement over the interpretation of this 
Agreement or the implementation of any of the provisions of this Agreement, the Parties shall 
promptly convene a conference and in good faith shall attempt to resolve such disagreement. 

7.9. The obligations under this Agreement that apply for a specific term set 
forth herein shall expire automatically in accordance with the term specified and shail require 
no further action for their expiration. 

7.10. The Parties agree and recommend that the Commission schedule public 
meetings and hearings for consideration of this Agreement. The filing of this Agreement with 
the.Commission shall be deemed to be the filing of a formal request for the expeditious 
issuance of a procedural schedule that establishes such formal hearings and public meetings as 
may be necessary for the Commission to approve this Agreement in accordance with 



. I  

Section 6.1 and that afford interested parties adequate opportunity to comment and be heard on 
the terms of this Agreement consistent with applicable legal requirements, 

DATED at Phoenix, Arizona, as of this 14th day of May, 1999. 

ZONA PUBLIC SERVICE COMPANY 

Title 

ZONANS FOR ETECTRIC CHOICE 
A-Sa coalition of 
companies .and associations in support of 
competition that includes Cable Systems 
International. BHP Copper, Motorola, 
Chemical Lime, Intel, m, Honeywell, 
Allied Signal, Cyprus Climax Metals, Asarco, 
Phelps Dodge, -, Homebuilders of 
Central Arizona, Arizona Mining Industry 
Gets Our Support, Arizona Food Marketing 
Alliance, Arizona Association of Industries, 
Arizona Multi-housing Association, Arizona 
Rock Products Association, Arizona Restaurant 
Association, 

/Party) 

BY 

Title 

and Arizona Retailers Association. %* 

Title CH#/AflAn/ Title 



W O S . 4  PL’BLIC SERVICE COMPANY 

Fiicd by: Alan Row 
Tie: mwr. Pricing and Regulation 

, Ph&%..\rizow 

J&ECTRIC DELIVERY RATES 
DA-RI 

AC.C. No. X D Z  

Original T d  
EBeaive: lcoc % 1999 

Sctrcdult No. DA-RI 

This nk schedule ia applicable to customas receiving elearic energy on il dkct access basis h m  my certificated Elcdric Service Provider (ESP) 
as d e h d  in .LAC. R14-2-1603. Thir rate schedule is rpplicoble only 10 s l d c  dolivey required for residential pulpasa in individual private dwellings and 
in indhidudly mMcd qaflmcnb when such sewice is supplied a& one point of delivny and mtMlnd through one meter. For (hme dwellimp and appprrmcnfs 
w k f e  cl&r h c e  hu hinolkdly bem meuuRd thmugh Wa m*crr, when 01% O f  the metas w u  inst9ll.cd pursuant to a water heating or rppcc hertin5 rate 
schcdulc no 10113s in eE&% the chctric Klvice measured by such mc(en shall k combined for billing purpasc+ 

This mtc schedule shall becom ceCeaivc ns defined in Canp~ny’r Terms and Conditions for Due Access (Schedule 810.) 

J l P E  OF SERklCg I .  . 
S d c e  shall be single phase, 60 Hcm. at one mdud voltage (120124 or 120n08 as may be xlmd by customer subject to rmilabiliry st h e  

CUMQHS e). Three phvc service ir iiVnithed under the Company’s Conditions GoVCming Exrmzionr of EIKvic D d b u t i o n  Lkrr md Services 
(Sdxdule =3). T n n r f o d o n  quipmenr is,included in m of e d o a  Three pharc s d c e  is mpkd fw motom d an individual rated a&ty 0f7-1/2 
Hporwm. 

$CETEfir;O REOblRE LlEXTS 

The monthly bill shall be the grew of rhe mount computed under A or R below. including the applicable Adjustmma. 

& RATE 

ala? -mob= Billing Cycla (Summer): 

c 
xovcmber - April Billing Cycles (Winter): 



Ac.C.  No. DA-RI .- 
Page 2 of z 

.. 

Ac.C.  No. DA-RI .- 
Page 2 of z 

I .  When Merering, Meter Reading or Cohcolidiud Bilhg are provided by he Customer's ESP, the monthly bill dl be Crrdiced as 
follows: 

M a e t  f1.30 per month 
Llelcr Reading SO.30 per month 
Billing 50.30 per month 

2. 

. 
The monthly bill is a b  subject to Qe applicable P I U ~ O ~ O M ~ C  p m  o f  m y  taxes. or govammcnul imporidom which are or m y  in 
h e  future be assessed on the barir of gross revenues o f  the Company andlor the price or revenue from the electric rrvicc rold andlor 
!he volume of energy d e l i v c d  or purchased for sale and/or sold hereunder. 

SERVICES ACOWR!3) FR OM CERTIRCAED ELECTRIC SERVICE PROVIDERS 

C a m o m  xrvd wJu this iasc schedule arc rrsponriblc for acquiring their own generalion and any ohti r q u k d  compditively applied services 
&om an ESP. The Company will provide and bill its tmndssion and ;mcillpry sewices on rates approved by the Fcdcnl Energy Rcpl. ioy Commission to 
the Scheduling Coordinator who provides rnnnniuion scrvice to the Customer's ESP. The Customer's ESP m a  submit s Direct & c a r  Sewice R q u d  
pursuant to the ternas and conditions in Schedule $10. 

Cuslomm rewed under rhir me schedule who have on-site gmcr;uion conned  to the Company's elcclrical delivery grid shall enter info an 
&cement for Interconndon with the Company which dull establish all paincnt  details related to intcrconncaion and 0th- nquind Smricc -dads. 7 % ~  
Customer does nothave the option to rll power and energy to the Company under rhis hri& 

This rate schcdulc is w b j m  to the Company's Terms and Conditions for Sr;mdiud Offer and Duect Access Senices (Schedule #!) and Schedule 
*IO. These schedules have provisions that mag f l e d  customti's monthly bill. 

K:\!r&kxRlement 1999\TYiBDA-R I.dw 
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Exhibit A 
5/10199 

DA-GS 1 
ELECTRlC DELIVERY RATE S 

AC.C. No. XXX% 
Tflof Schedule NO. DAGS1 
ociginnl Wff 
E E d v e :  1999 

PIRECT ACCESS 
GENERAL SE RWCE 

June - Ck~ober Billin5 Cycles (Summer): 

.. .. .. . . . .. 

(CONTINUED ON REVERSE StDE) 



A RATE (continued) 

November - May Billing Cycla ( W i i ) :  

I I 1 

I I i 

PRIMARY AND TR.LUSXlISSION LEVEL SERVICE: 

1. 
2. 
3. 

For cudomen w e d  at pcimuy voltage (12.5kY to below 69kV). the Distribution charge will be discounted by 11.6% 
For Utnomm mcd at tnnrmiuion voltage (69kY or higher), h e  Didbution charge will be discounkd 52.6% 
Pursuvll to .%AX. R1+2-1612.KI I. rhe Compyly shall rerain ownetship of Cunrnt Tmfomcn (CT's) 
and Potrmiill T d o m  (PT's) for base curtomm lSing d c e  aa voltage levels of man than 2SkV. 
For cuLtomcrS whose m&g services ue provided by an ESP, I monthly facilities charge will be billed, in 
addition to all orhn applicable chugu show above. u detcnnincd in the senice con- based upon the 
Company's cost of R nnd PT o d p ,  m?inlcnance and a e o n  

PFIZR!!(IXATION OF KW 

The kW used for billing purposes shall be rhc rvctlge kW supplied during the IS-minutr period of maximum use 
during the month Y &tenttined barn r e d i g r  of the delivery mater. 

9. hIINIbIUXI 

S12.50 plus 31.74 for a h  kW in exceu of five of either the highest kW established during the 11 monh ending with fhe currml month 
or rhs minimum kW specsed in b e  agreement for sewice. whichever k h e  pTcaI6r. 

I .  When Metering. Meter Reading or Consolidated Billing are provided by the Customer's EZiP, Ihc monhly bill will be crrdited as 
follows: 

ILlCIer 9.00  per month 
kletcr Rcding 50.30 pa month 
Billing 50.30 per month 

2. 'The monthly bill is also subject 10 the applicable proportionate part of any taxes, or govemmenlal impositions which are or may in 
the &tun be assessed on h e  basir of pros3 rcvenucs of b e  Company andlor the price or rtvenue from the electric service sold and/or 
the volume of energy delivered or purckased for sale andlor sold hereunder. 

SERVICES ACQUIRED FROM CERTlFlC.4TTED ELECTRIC SERL7CE PROVIDERS 

CUnomen served under hiis rate schedule are rcsponsibk for acquiring their o w  generation d any other required competitively supplied senriceJ 
Gam M ESP or under the Company's Open .4cccss Transmission T d .  The Company ?I1 provide and bill its Wlnsmission and ylCiIhyscrvica on ntes 
approved by L e  Federal Energy Regulatory Commission to h e  Scheduling Coordinator who providcs trvlsmkion service to the Customer's ESP. The 
Customer's ESP must submit il Direct .Access Service Rqu& pursuvrr IO rhc terms and conditions in Schedule X 10. 

(COSTIh'L'ED ON PAGE 3)  

H:\!r&JLenlement 1999\Tuiff!DA-GS I (CTC and R-\ adj).doc 



DAGS I 

Pwe 3 of 3 
ACC. No. 

QNSITE GE NERATION TER U S  .L.D CONDITIONS 

This nte schedule is subjrcs to Compan~s Tunu and Conditions for SLyldyd otfcr 4 Dia Access Scrvice (Schedule #I )  and the Canpnny'~ 
Schedule #lo. That Schcdula have pmvuiocu m y  &cct customer's mtNy bill. 

t 



,WZONAPClBLIC SERVICE COMPANY 

Title: Dirmor, Pricing and Regulation 

AC.C. No. m 
T d o r  Schedde NO. DA-GS 10 
Original Tar8 
Effecdvc: .w XX 1999 

P h d s  Arizona 
Fded br: Alan Ropper 

P R E C T  ACCESS 
EXTRA LARGE GENERAL SERVICK 

PPLICATION 

as d e f d d  in AAC. R14-2.1601. This w rchcdulc i qpliablc only to custanm whose monfhly mudmum demand iC 3.000 kW oc morc for thrrr (3) 
coosecutivc monrhr 
Uuougb one mcter u n l a  othmVLc Ipccircd by individual customer con- For (bore cutomem whose el9"city is delivered lhrw& 
servito for each meld shall be computed scpcpu;rtcly undcr this nfs udas conditionr in acEMdlllcc with the Company's Schedule W (Tofaked Mccning of 
Multiple Service EnlMcc S&onc AI a Single Pmnisc for Stlndard mer and Dirrcr Access S d c e )  arc mcr 

This r a ~  schedule is rppliublc m cwtomns receiving cfearic energy on L direct lcce~s buis Rom any cmificated Elcrtn'c Service Pravider (ESP) 

m y  cadnuoc~~ Wefw (12) month period d i g  With Ihc mmnt mooth. SaVice must be supplied at one point of delivery and measured 
Uun one mctcr. 

schedule is not rpelicabie o resale d c c  

This rnk schedule shall become effective as dcfmd in Company's T m  and Conditianr for D h  k c c u  (Schedule #IO). 

TYPE OF SERVlCE 

Smicc shall be rhret phase, 60 H c m ,  st Company's sundud voltages hat are rvailablc within thc vicinity of customer's p d s e .  

$?:- j :  METERING RE0UIREME;UTS 
. . I .  , 
'&* 1, . 
I .-4 y: 3" , All cusIomcrS shall comply wilh h e  vrms and conditions for hourly metering rpcciFted in Schedule $10. 

a:. .... 
L. .* 

MONTHLY BILL 

The rnonrhly bill shall be tho gu~r ofhe mount computed under A or E. bclorv. including the sppliwbic Adjustments. 

PRIIl.4RY ,LYD TR1VSNSSION LEVEL SERVICE; 

1. 
2. 
3. 

For customrn sewed at p r i m q  volbge (12.SkV to below 69kV). the Distribution charge will be discounted by 48%. 
For cunomrn sewed at trammission v o l ~ g c  (69kV or higher). Ihc Dim'bulion charge will be discounted 36.7% 
Pursuant to X.4C. RM-2-16 12.K.11. the Company shall retain ownership of Cunmt Tnnsfoners 
(CT's) and Potential Tnnsfomm (PT'r) for those customers taking service at voltage lcvclr of more 
than 25 kV. For euriomm whose metering scrviccs are provided by an ESP, a rnonlhiy facilities charge 
will bc billed. in addition to d l  other applicable c b g a  shown above. IU determined in be service 
conks% b u d  upon the Company's co51 of CT and PT ownmhip. m i n t e m c e  and opention. 

DETERMM.4TlOS OF KW 

The kW used for billing purposes shall b!: h e  greater OF: 

I. The kW used for billing pu'poscs shall & the avenge kW supplied during h e  15-minute period (or other period P specified by 
individual customer's conus) of maximum use during Ihe month, as determined from nd ings  of the deliver/ meter. 

(CONTIhVED ON REVERSE SIDE) 



DAGS 10 
ACC. No. )cQc( 

Page 2 of2 

8. Strslhfuhf 

52.430.00 pcr month plus f1.74 pcr kW pcr monk 

ADJUSTMENTS 

1. Whea Metering, Meter Reading or Cowtidated Billing are pmvided by the Customer's ESP, the monthly bill W71 be credited as 
rolfows: 

M W  S35.00 pa month 
Meter R d i g  S 0.30 per month 
BiUiing f 0.30 per month 

2. f ie  monthly bill is also subject to the applicable pmportionrte part of my taxes, or govenuncml imporilionr which arc or my in 
the h r e  be assessed on the buis  of gmu revenues of the Company mdor the price ar nvenuo fmm the elect& sewice sold andor 
the volume of  energy delivered or purchased for d e  andlor soid hereunder. 

SERl'LCES ACOLTRED FROM CERTIFICATED B L E W  C SERVICE PROVIDEQ 

born an ESP. T he Company will provide and bill h fmnsmidon and Yrcillvy d c a  on nta applovcd b the Fedeml Energy Rtgulat~cy C o d a n  to 
the SddtLing C d i r  who provides !mmnkion service to the Customer's ESP. Thc Customer's ESP must submits Dum Access Smice Ragu~rr 
puravm to the rams and carditioru in Schedule # 10. 

053tTE GEZ;ER&TION TERMS AND CONDITIONS 

CUa~naz served undcr this atc rchcdule M mpon?iibls fa acquiring lheir own generation and my other required m p d t i w l y  supplied sewices 

cohn+cT PE RlOD 

For m * c e  locations in: 

a) Isolated Arcas Ten (IO) y n n .  or longer, ,at Company's option, with s%mlnrd seven (7) 
b) Orha .Ua: Three (3) year& or longer. at Cornpony's option 

termination pOriod 

xFL\fS X\Il CONDITION S 

This lslc schedule is subject to Company's Tanu and Ccnditionr for Styrdyd offer md Dncl PICmr S e d -  (Schedule #I) and !he CornPW''S 
Schedule =IO. T h e  &&la b v c  provirions that may rtfecr cunnner's monrhly bill. 



m O N A  PUBLIC SERVICE COMPANY 
Phocnih m n a  
Filed by: Alan Roppw 
Titk Dkaor. Ricing m d  Regulation 

Erhibit A 
5/13/99 

DA-GSII 

ACC. No. 
Tuitfor Schedule NO. DAGS1 I 

Effective: 1999 
origins1 rpritf 

ptR&cT ACCESS 
RAU'TONr"4 

~VAILABtLITY 

Thir MC schedule k available in all c d i d  retail delivery win m'lory served by Compmy at a11 points when f&litia of adequate capacity 
and the required p h u e  md suitable wltage M adjacent to de p h r e s  sewed 

,4PPffCATION 

?his rate schedule b applicable only to Rabm M a  (Site #863970289) when it n a i v a  electric msgy on a direct acceu basis &om my 
mifidcd Electric Suvice Provider (ESP) u defocd in AAC. R142.1603. Scrvicc must be supplied a speczed by individual cusromcrcontract and the 
Company's Schedule #4 (Totalued Macring of Multiple Sewice Entrance Sections A! a Single Premise for Standard Offer and Direct Access Service). 

?his mtc schedule b not applicable to msak service 

This rate schedute shall become effmivc as defied in CO~PMY'S Tams d Conditions for Duect Access (Schedule #lo). 

TYPE OF SERVICG 

Service shall be three phase, 60 H- ai 1 2 3  kV. 

LETERMG REOLITREMENTS 

Customer shall comply WiLb the terms and mnditionr for hourly metering specified in Scheduk #IO. 
, ..: .' 
.?. : ._ ". 

'.;>?.%. h- 5 -----a, ' 
.,-.A*. . :, 
,:<.*+ .$- pr0"LY BILL 

The monthly bill shall be the g r e w  of the, mount computed under h or B. below. including the applicable Adjusrmanrc. b- 0 

-W 

The kW w d  for billing PUQOLS shall be the p t t r  oT: 

1. The kW used for billing purposes shall be the a m $ e  kW supplied during the IS-minute period (or other period as specified by 
individual customer's contract) ofmaximum use during the monk as detmnined fmm readings of the delivery meter. 

The mi&num kU' spec&d in the sgccmmt for s d c e  or individual wstorner contract 2. 

B. b t l V 1 h ~  

S2.430.00 per month plus S1.74 p a  kW pcr month. 

ADJUSTMENTS 

1. When Metering. MCter Reading or Consolidated Billing are provided by the Customer's ESP, the monlhly bill will be c r e d i d  as 
follows: 

Meter S55.00 per month 
Mater Reading S 0.30 per month 
Billing S 0.30 per monlh 

2. The monthly bill i s  also subject to lhc applicable proporliomlc pafl of any @Xes, or  govemmenlal impositions which arc or may in 
the future be assessed on h e  basis of gross revenues of  rhr Company andlor h e  price or revenue from &e clecrric service sold and/or 
the volume or energy dclivemd or purchased for sale and/or sold hereunder. 

(CONTIWED ON REVERSE SIDE) 



$ER\TCES A COLTRED FROM CERTIFICATED ELE CTRIC SERVICE PROVIDERS, 

=R\fS A.3 COXDf77ONq 

TbL ruc scfieduh h subject to Compsnvs Tams d Conditions for Sty ldyd  Offer and Dincr Access Smin (Schedule #I) and the Compury'r 
Scfinfulc =IO. Thac schedule have pmvirionr hat my &a curtom's monthly bill. 



Exhibit A 
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DA-GS 12 

m O N A  PUBLIC SERWCE COMPANY 
Phoenix, Arizona 
Filed by: Alan Prow 
Title: Director. Pricing and Regulation E&etive: XXX 1999 

U . C .  No. ;'cccx 
T d o r  Schedule No. DAGS12 
Original T u 8  

D[RECT ACCESS 
BHP COPPER 

$4VrULQBILITy 

This rate schedule is available in all c~ni6cafed rerail dclivny mVicc G t o r y d  by Company at all points where f'iitia of o d e q u ~  upacity 
& L e  required phase and suitable voltage M adjacent to L e  pmnisCr xmb 

APPLlCATlOH 

This rate schedule is applicable only IO BHP Copper (Site #77493228S) whcn it receives electric energy on a duca access bask h o r n  m y  
catcrifrcatcd E l d c  Service Provider (ESP) Y dcfmed in AAC. RI4-2-1603. S d c e  m u  be supplied zs specitled by individual nrrtom~ro~nLraC( and the 
Company's Schedule #4 (TouliZed Mevring of  Multiple Service E n h m c  Sectiam At a Skde R& for Standard Offer md Dirca A m y  S d c e ) .  , 

This nte schedule is not rpplicable IO d e  Wrvico. 

This rate schedule shall become effktive DS dcfured in Company's Tmru and Conditions for Direct Acccss (Schedule #IO). 

TYPE OF SERVICC 

Scrvicc shall be (hree phuc. 60 H a  at 12.5 kV or higher. 

C~~ctomcr shall comply wirh tfic mns and conditions for houriy m e h g  specihd in Schedule $10. . .  
)IO"LY WL1, 

" 1  

The monthly bill sh l l  be the greslcr of h e  amount computed under A. or 5. below, including die applicable Adjustments. 

hRATE 

PRIMARY AXD TR&YSSIISSiON LEVEL SERVICE: 

I 

Punuant to A A C .  Rl-l-2-1612.Kl1, the Company shall retain ownership otCurrcnl Transformers (CT's) 
and Potential Trvlsformerr (Ws) for those customen taking smice  at voltage 1cv:ls of mor: than 25 kV. 
For customers whose metering rmica ye provided by wi ESP. s monhly facilities Augc will be billtd. in 
addition to all orha ~pplinble  charges shown above. as detmnined in the service Contract based upon the 
Company's c o s  of CT and PT ownenhip. mainlmvlce and opention. 

DETERMINATION OF fiW 

ThrkW used for billing purposa shall be the peUer  of: 

1. The kW used fur billing purposes shall be Ihe avenge kW supplied during h e  30minute period (or other period as specified by 
individual cusiomcr's sonma) of masimum we durins !he month. Y determined Gom readings of thc delivcry meter. 

2. The minimum kW specified h the agreement for service or individual customer contract. 

52,430.00 per month plus S1.74 per kW per month. 
. .  

(CONTINUED ON REVERSE SIDE) 



DAGS 12 

Page 2 of2 
A.C.C. No. 

I .  Wen Metering, Meur Reading or Consolidated Billing am provided by the Customer's ESP, h e  monrhly bill 
follows: 

be Fnditcd 8s 

M U  SSJ.00 prr month 
Meter Reodimg 5 0.30 pa monrh 
Billing f 0.30 pamonth 

SERITCES .4COCWD FROM CERTlFiCATED ELECTRIC SERVICE PROVIDERS 

Cwroma is r a p o ~ i l c  for acquiring iu own generation and my orher W'md competitively supplied services fmm M ESP. The Company will 
pmtick and bill its tMImiUion md d l l u y  serficcs on rates rppmvcd by the Fcdcnl Enw Rcgulat~ty Commission to the Scheduling C d h h  who 
pm\iids ananiaion scrvin to the Cu~omcr's ESP. ?hc Customer's ESP murt submit L D i  &c~m Sm'c t  Rquat punurnt to the tmm and conditions 

,; 
Y , 
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ARlZONA PUBLIC SERVICE COMPANY 
PhoaJrl4iz- 
Filed by: Alan Propper 
Sue: Director, Pricing and Regulation 

Exhibit A 
5113199 

DA-GSIJ 
ELECTRIC DELIVERY UTES 

AC.C. No. xxxx 
Tyilfor Schedule NO. DAGS 13 
original TarB 
&ffcctive: XXX XX, 1999 

PlRECT ACCESS 

pvAILABILrry 

This ntc schedule t available in all CntiIiUrcd mil cLliv*y d c e  k t w y  saved by Company at all poinu where fnCiIitia ofadequc capacicy 
and L e  required p h v c  and suitable voltage arc adjacent to L e  premises saved 

APPLICATION 

This rate schedule is applicable only to Cyprus b g d d  (Si= #120932284) when it receive, electric mcrgy on s d i r e  scccss buis born any 
certificated E l d c  Savin Provider (ESP) as defined in AAC. R14-2-1603. Service mud be supplied as specified by individual customer contract and Ihe 
Company’s Schedule #4 (Totalired !.{&g of Wuitiple S&ce E n m c c  S d o w  At a Single P d e  for p n d a r d  Offer and Dirrct Axes S&cc& 

This rate sEhcdule is ~t appiicsblr to d e  service. 

This rate schedule shall become tffcctive Y defined in Company’s T C ~ S  and Condilions for Direct Access (Schedule #lo). 

TYPE OFSERVICE 

Service shall be three p h w .  60 H a  at 1 I5 kV or higher. 

bIETEKWG REOLTREMEZITS 

Customer shall comply wilh t h e m  and conditions for hourly macring spetified in Schedule #IO. 
. ... . 
., -;*: -. . &IO”LY BILL . * * 3..-:: 

The monfhly bill shall be h e  g r a t a  of the amount computed under A or E. below. including the applicable Adjustments. .-a ... .- 

.?a 

. .  

.A RATE 

PRIMARY AYD TRLVSMSSION LEVEL SERVCE; 

Pursuuli to AXC. R142-1612.Rl1, the Company shall tctnin ownership ofCurrcnL Transformers (CT‘s) 
and Potential Tnnsformm (PT‘s) for how m o m c r s  U n g  smice  at voltage lcvcls ofmore than 25 kV. 
For cuslomm whose metering sewices are provided by an ESP, a monrhly facilities charge will be billed. in 
addition to all ohm applicable charges shown above. Y ddermined in h e  service contrap baed upon the 
Company’s cos of CT and PT ownership, maintenance and opefation 

DETERil iX.~TlOS OF EW 

The kW used for billing purposes h l l  be h e  gcalef of: 

1. The kW used for billing purposes shall be the average kW supplied during the 30-minute period (or olhcr period as specified by 
individual customer’s con-?) of maximum use during h e  month u de~erminrd Gom readings of thc delivery meter. 

The minimum kW spcitied in the a g m m f  for savice or individual customer contract. 2. 

8. LIINI?fIL%I 

S2.430.00 per month plus 5 1.74 per kW per month. until June 30.2004 when Ihh minimum will no longer. be qpiicable. 

(CONTINLXD ON REVERSE SIDE) 



1, When Metering. Meter Reading or Consolidated Billing lE pmvided by the Customer’s ESP, l e  monlhiy bill Will be ondied 
follows: 

Macr sss.00 pa mth 
MderRcodin5 S 0.30pcrm0nlh 
Biliig S 0.30 pcr month 

2. The monthly bill ir also subject lo tho applicable proponionale part of any Uxu. or govemmcnul impositions which m or m y  in 
h e  bare ba assessed On Be barir of gmsa revellucs of the Company i d o r  l e  price or revenue from l e  eleCUk service sold and/or 
the volumd of energy doiivcrrd or puShWd for mule d o r  wid hereunder. 

SERVICES i C O L m D  mo W CERTIR CATED ELECTRl C SERVICE PROVTDER3 

Cunoara b raponriblc for acquiring its own generation and MY &s required competitively supplied m ’ c a  5vm ut ESP. T he Company will 
provide and bill iu d & o n  and ylcillary rmim on nta approved by Ihc F W  Encrgy R e g u l w  CoMniSrion to tho SchedUlhg CwrdiouWwho 
?vides LNumipion senice to the Customer’s ESP. The Customer’s ESP must submit a D W  Acrry S e w k  Request pursuant lo the lmns and conditions 
i Schedule = I  0. 

PNJITE GEhTiUTIOS TERMS AND CONDlTlONS 

Company %hi& shall a u b l b h  dl pminent deuib related to intrrconnedon and other q u e  rmrice standards. The Customs ha not have the option to 
Vclraoma bu on-itc gmeration connected lo the Company’s elfftrinl delivery gn’d it shall cnkr into an A p c m e ~ ~ t  for ~ O M C B O I I  with tha 

sell powcr and 10 rhc C m p m y  under lhir !&E 

7% rz~c rhnlule is subject to Compmy‘r Tcnnr utd Conditia~ for Standard and DueU Access Smricc ( S c h h l e  #I) md the Cmpany’s 
Sci~cdulr :IO. T h e  r.!ankrla have provisions UUI may customer’s monlNy bill 
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EXHIBIT C 

Generation assets include, but are not limited to, APS' interest in the following 
generating stations: 

Pa10 Verde 
Four Corners 
Navajo 
Cholla 
Saguaro 
Ocotillo 
West Phoenix 
Yucca 
Doughs 
Childs 
Irving 

including allocated common and general plant, support assets, associated land, fuel 
supplies and contracts, etc. Generation nssets will not include facilities included in 
APS' FERC transmission rates. . . ..., .". . 

_ "  .> ... 

0 



EXHIBIT D 
+A fiilia te Rules W aiveq 

R14-2-801(5) and R.14-2-803, such that the term”reorganization“ does not include, and no 
Commission approval is required for, corporate restructuring that does not directly involve the 
utility disuibution company (“UDC”) in he holding company. For example, the holding 
company may reorganize. form, buy or sell non-UDC affiBates, acquire or divest interests in 
non-UDC affiliates, etc., without Commission approval. 

R1+2-804(A) 

R14-2-805(,4) shall apply only to the UDC 

R I 3-2 - 8 05 (A)( 6) 

RI4-2-805(A)(9), (IO), and (i  1) 

ecision of Prior Commission Orde 

Section X.C ofthe Togexr:ion and Small Power Production Poi:y” attached to Decision ~ 

No. 52335 (July 27, 1951) regarding reportin3 requirements for cogeneration information. 

DecisionSo. 5 5 1  18 (July 24, 1956) - Page 15, Lines 5-1/2 through 15-1/21 Finding of Fact 
So. 24 relating IO reporring requirements &der the abolished PPFAC. 

Decision So. 55818 (Dectnbe: 14, 1957) in its entirety. This decision related to XPS Schedule 
9 (Indusmd Development Rate) which was terminated by the Commission in Decision 
So. 59329 (October 1.1. 1995). 

9th and loth Ordering Pxagraphs of Decision So. 56450 (April 15, 1959) regarding reporting 
requirements undcr the acolished PPFAC. 

6!9323 (r l  
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PUBLIC SERVICE COMPANY 0 
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DECISION NO; klI4 7 . : -  
OPINION AND ORDER 

DATES OF HEARING: July 12, 1999 @re-hearing conference), July 14, 15, 16, 
19,20, and 21,1999 

Carl J. Kunasek, Chairman 
Jim Irvin, Commissioner 

Mr. Steven M. Wheeler, Mr. Thomas Mumaw and Mr. 
Jeffiey B. Gddner, SNELL & WlLMER, LLP, on 
behalf of Arizona Public Service Company; 

Mr. C. Webb Crockett and Mr, Jay Shapiro, 
FENNEMORE CRAIG, on behalf of Cyprus Climax 
Metals, Co., ASARCO, Inc., and Arizonans for EIectnc 
Choice & Competition; 

Mr. Scott S. Wakefield, Chief Counsel, and Ms. Karen 
"illy on behalf of the Residential Utility Consumer 
Office; 

.Ms. Betty Pruitt on behalf of the Arizona Community 
Action Association; 

Mr.. Timothy Hogan on behalf of the Arizona 
Consumers Council; 

APPEARANCES: 
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hlr. Robert S. Lynch on behalf of the Arizona 
Transmission Dependent Utility Group; 

Mr. Walter Wa Meek on behalf of the Arizona Utility 
Investors Association; 

Mr. fiouglas C. Nelson, DOUGLAS C. NELSON, P.C., 
on behalf of Commonwealth Energy Corporation; 

Mr. Lawrence V. Robertson, Jr., MUNGER & 
CHADWICK. and IUS. Leslie Lamer. Director 
Government ;9ffairs on behalf of Enron Corporatio& 
and Mr. Robertson on behalf of PG&E Energy Services; 

Mr. Lex J. Smith, BROWN & BAIN, PA., OA behalf of 
IIlinova Energy Partners and Sempra Energy Trading; 

Mr. Randall H. Werner, ROSHKA, HEyMA;V & 
. DeWULF, P.L.C., on behalf of NEV Southwest; 

Mr. Noman Furuta on behalf of the Department of the 

Mr. Bradley S. Carroll on behalf of Tucson Electric 
Power Company; and 

Mr. Christopher C. Kempley, Assistant Chief Counsel 
and Ms. Janet F. Wagner, Staf€Attomey, Legal Division 
on behalf of the Utilities Division of the Arizona 
Corporation Commission. 

N a y ¶  

W “HIPCOMMISSION: 

On December 26, 1996, the Arizona Corporation Commission ( “ C o ~ s s i o n ” )  in Decision 

Jo. 59943 enacted A.A.C. R14-2-?51;1’ C-~zgh R14-2-1616 (“Rules” or “Electric Competition 
tules”). . .  

On June 22, 1998, the Commission issued’Decision No. 60977, the St-an2zd Cost Order 

vhich required each Affected Utility to file a plan for stranded cost recovery. 

On August 10, 1998, the Commission issued Decision No. 6 107 1 which made modifications 

D the Rules on an emergency basis. .* 

On August 21,1998, Arizona Public Service Company (“APS’) filed its Stranded Costs plan. 

On NOVkmbG 5, 1998, ‘ h S  filed a Settlement prbposal that had been entered into with the 

2omm;’ssion’s Utilities Division Staff (“Staff Settlement Proposal“). Our November 24, 1998 

’rocedural Order set the matter for hearing. On’November 25, 1998, the Commission issued 

. .  .. ..... 
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Decision No. 61259 which established an expedited procedural schedule for evidentiary hearings on 

the Staff Settlement Proposal. 

On November 30, 1998, the Arizona Attorney General’s Office, in association with numerous 

other parties, filed a Verified Petition for Special’ Action and Writ of Mandamus with the Arizona 

Supreme Court (“Court’*) regarding the Commission’s November 25, 1998 Procedural Order, 

Decision No. 6 1259. . The Attorney General sought a Stay of the Commission’s consideration of the 

Staff Settlement Proposal with A P S  and Tucson Electric Power Company (“TEP’*). 

On December 1, 1998, Vice Chief Justice Charles J. Jones granted a Motion for Immediate 

Stay of the Procedural Order. On December 9, 1998, the Commission Staff filed a notice with the 

Supreme Court that the Staff Settlement Proposal had been withdrawn from Commission 

consideration. 

On April 27, 1999, the Commission issued Decision No. 61677, which modified Decision No. 

60977. On May 17, 1999, APS filed with the Commission a Notice of Filing, Application for 

Approval of Settlement Agreement (“Settlement” or bbAgreement”) and Request for Procedural 

Order. 

Our May 25,1999 Procedural Order set the matter for hearing commencing on July 14,1999. 

This matter came before a duly authorized Hearing Officer of the Commission at its offices in 

Phoenix, Arizona. APS, Cyprus Climax Metals, Co., ASARCO, Inc., Arizonans for Electric Choice 

8c Cornperition (“AECC*’), Residential Utility Consumer Office (“RUCO”), the Arizona Community 

Action Association (“ACAA”), the Arizona Consumers Council, the Arizona Transmission 

Dependent Utility Group, the Arizona Utility Investors Association, Enron Corporation, PG&E 

Energy semces, I1linova Energy Partners, Sempra Energy Trading, NEV Southwest, the Department 

of the Navy, Tucson Electric Power Company, Commonwealth Energy Corporation 

The Parties to the Proposed Settlement are as follows: the Residential Utility Consumer Office, Arizona Public 
Service Company, Arizona Community Action Association and the A r i Z o ~ n ~  for Electric Choice and Competition which 
is a coalition of companies and associations in support of competition that includes Cable Systems International, BHP 
Copper, Motorola, Chemical Lime, InteI, Honeywell, Allied Signal, Cyprus Climax Metals, Asarco, Phelps Dodge, 
Homebuilders of Central Arizona, Arizona Mining Industry Gets Our Support, Arizona Food Marketing Alliance, 
Arizona Association of Industries, Arizona Multi-housing Association, Arizona Rock Products Association, Arizona 
Restaurant Association, Arizona Retaih Association, Boeing. Arizona School Board Association, National Federation 
ofhdependcnt Business, Arizona Hospital Association, Lockheed Martin, Abbot Labs and Raytheon. 

I 
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("Commonwealth") and Staffof the Commission appeared through counsel. Evidence was presentel 

concerning the Settlement Agreement, and after a full public hearing, this matter was adjourne, 

pending submission of a Recommended Opinion and Order. by the Presiding Officer to thc 

Commission. In addition, a post-hearing briefing schedule was established with simultaneous brieE 

filed on August 5,1999. 

htroduction 

DISCUSSION 

The Settlement provides for rate reductions for residential and business customers; sets the 

mount, method, and recovery period of stranded costs that APS can collect in customer charges; 

:stablishes unbundled rates; and provides that APS will separate its generating facilities, which will 

)perate in the competitive.market, from its distribution system, which will continue to be regulated. 

According to APS, the Settlement was the product of months of hard negotiations with 

rarious cuitomer groups. A S S  opined that the Settlkent provides many clear benefits to customers, 

lotentid competitors, as well as to APS. Some of those benefits as listed by APS an 8s follows: 

c 

0 Alloiving competition to commence in APS' service territory months before other;Vis& 
possible and expanding the initial eligiile load by 140 Mw7 

Establishing both Sbndard Offer and Direct Access rates, and providing for annual 
rate reductions with a cumulative total of as much as $475 million by 2004; 

0 Ensuring stability and c b i n t y  for both bundled and unbundled rates; 

0 Resolving the issue of APS' stranded costs and re,datory asset recov9 in a fair and 
equitable manner; 

0 Providing for the divestiture of generation and competitive services by APS in a cost- 
effective manner; 

Removing the specter of years of litigation and appeals involving APS and 
Commission over competition-related issues; 

0 Continuing support for a regional IS0 and the AIS& 
. .  ". . . .  .. .. . 

0 Continuing support for low income programs; and 

Requiring APS to file an interim code of conduct to address affiliate relationships. 
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The Settlement was entered into by RUCO and the ACAA reflecting Agreement bj 

residential customers of U S  to the Settlement’s terns and conditions. In addition, the Settlemen1 

was executed by the AECC, a coalition o f  commercial and industrial customers and bade 

associations. AECC opined that since residential and non-residential customers have agreed to the 

Settlement, the “public interest’’ has been served. AECC indicated the Settlement was not perfect but 

was the result of “give and take” by each of the parties. Accordingly, AECC urged the Commission 

to protect the “pubIic interest” by approving the Settlement and not allow Energy Service Providers 

(“ESPs”) to delay the benefits that competition has to offer. 

Leeal Issues: 

The Arizona Consumers Council (“Consumers Council”) opined that the Agreement was not 

legal bkause: (I) there was no fill rate proceeding’; (2) Section 2.8 of the Agreement violates 

A.R.S. Section 40-246, regarding Commission initiated rate reductions; and (3)- the Agreement 

illegally binds future Commissions. According to the Consumers Council, the Comkission does not 

have evidence to support a f indig that the rates proposed in the Agreement are just and reasonable; 

that the rate base proposed is proper; and asserted the proposed adjustment clause can not be 

established outside a general rate case. 

Staff argued that the Commission in Decision No. 59601, dated April 26, 1996, has 

previously determined just and reasonable rates for APS which must be charged until changed in a 

rate proceeding. According to Staff, this case is not about changing existing rates,.but instead 

involves the btroduction of a new service - direct access. The direct access rates have been designed 

to replicate the revenue flow from existing rates. Staff opined that the Commission has routinely, and 

lawfully, approved rates for new services outside of a rate case. Further, Staff asserted that the rates 

proposed in the Settlement are directly related to a complete financial review, Staff indicated that the 

Consumers Council has provided no contrary information and should not be allowed to collaterally 

attack Decision No. 59601. 

A P S  argued that no determination of fair vaIue rate base (“FVRB”), fair value rate of return 

Although the COILSUTICK Council indicated they did not believe a full rate proceeding was necessary, it is a 

unclear as to the type ofproceeding the Consumers Council believed was necessary. 

5 DECISION NO. !- 
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(“FVROR”), or other fiancial analysis is legally necessary to justify current A P S  rate levels, ~ I O V  

the introduction of a new smice, or to evaluate a series of voluntary rate decreases. In spite of  at 

APS did provide infomation to support a FVRB of $5,l95,675,000 and FVROR of 6.63 percent. Nc 

other party presented evidence in support of a FVRB or FVROR. Staff supported APS. 

We concur with Staff and APS. The Consumers Council has provided no legal authority thal 

?L fuII rate proceeding is necessary in order to adopt a rate reduction or rates for new services. 

Further, pursuant to the Arizona Constitution, the Commission has jurisdiction over ratemaking 

natters. We also find that notice of the application and hearing was provided and that APS has 

mvided sufficient financial information to support a finding of FVRB and SVROR. Lastly, this 

:omission can clearly bind future Commissions as a result of its Decision. However, as later 

iiscussed, we agree there are limitations to such legal authority. 

ihoDDing Credit 

One of the most contentious issues in the hearing was the level of the “shopping credit.” The 

‘shopping mdit” is the difference between the customer’s Standard Offer Rate and the Direct Access 

late available to customers who take service from ESPs. The ESPs generally argued that the 

;ettlement’s “shopping credits” were not sufficient to allow a new entrant to make a profit. AECC 

)pined that such an argument was nothing more than a request to increase ESP’s profits. 

Staff opined that the “shopping credit” was too low and recommended it be increased without 

mpacting the stranded cost recovery amount of $350 million. Under Staff’s proposal, the increased 

‘shopping credit” would be offset by reducing the competitive transition charge (“CTCs”). Further, 

itaff recommended that any stranded costs not collected could simply be deferred and collected after 

,004. 

The AECC expert testified that the “shopping credit” under the‘Agreement was superior to the 

Shopping Credit” in the Staff Settlement Proposal 8s we11 aS the one offered to SRP’s customers. 

LPS argued that artificially high shopping credits Will likely increase ESP profits without lowering 

ustomer rates and will encourage inefficient firms to enter the market. Based on the analysis of the 

.. 
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COkW to 200 kW customer group’, APS showed an average margin on the “shopping credit” of over 

I mils per k W h  or a 23 percent markup over cost. APS asserted that the test for a reasonable 

‘shopping credit” “should not be whether ESPs can profit on all APS customers of the time”. 

Based on the evidence presented, the “shopping credits” appear to be reasonable to allow 

3SPs to compete in an efficient manner. Further, we do not find customer rates should be increased 

imply to have higher “shopping credits”. 

detenng and BiIlinp Credits 

The metering and billing credits resulting from the Agreement are based on decremental costs. 

;everat of the ESPs and Staff argued that these credits should be based upon embedded costs and not 

iecremental costs. A P S  responded that such a result could cause them to lose revenues since its costs 

vould only go down by the decremental amounts. Staff testified that the Company would not lose 

iignificant income if it used embedded costs since it wouId fiee up resources to service new 

:ustomem. 

We concur. The proposed credits for metering, meter reading and billing4 will result in a 

Erect access customer paying a portion of APS costs as well as a portion of the ESP’s costs. We 

3elieve this would stymie the competitive market for these services. As a result, we find the approval 

If the Settlement should be conditioned upon the use of Staffs proposed credits for metering, meter 

=ding, and billing. 

?reposed One-Year Advance Notice Requirement: 

Section 2.3 provides that 

“Customers greater than 3MW who chose a direct access supplier must give A P S  one 
year’s advance notice before being eligible to return to Standard Offer service.” 
[emphasis added] 

Several parties expressed concern that the one-year notice requirement to retum to Stadad 

Offer service would create a deterrent to load switchin3 by large industrial, institutional and 

mnmercial customers. PG&E proposed that any increased cost could be charged directly to the 

’ 
metering, meter reading and billiing, respectively. 

Represents over 80 percent of the general scrvice customers for competitive access in phase one. 
For example, the monthly credits for a direct access residential customers are $1.30, $0.30, and 50.30 for I 
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customer as a condition to its return. 

We agree that A p S  needs to have some protection fiom customers leaving the system whei 

market prices are low and jumping back on Standard Offer rates when market prices go up. Thr 

suggestion by PG&E that the customer be allowed to go back to the Standard Offer if the custome~ 

pays for additional costs it has caused is a reasonable resolution. Accordingly, we will order APS tc 

c 

submit substitute language on this issue. 

Section 2.8 

Several of the parties expressed concern that Section 2.8 of the Agreement allows APS to seek 

ate increases under specified conditions. -Additionally, as previously discussed,. the Consumers 

2ouncil opined that Section 2.8 violated A.R.S. Section 40-246. Staffrecommended the Commission 

:ondition approval of .the Agreement on Section 2.8 being amended to include .language that the 

:ommission or Staff may commence rate change proceedings under conditions paralleling those 

trovided to the utility, including response to petitions submitted under A.R.S. 0 40-246. 

We agree that Section 2.8 is too restrictive on the Commission’s fixture action. Accordingly, 

ve will condition approval of the Agreement on inclusion of the folIoWing language in Section 2.8: 

. Neither the Commission nor APS shall be prevented from seeking or 
authorizing a change in unbundled or Standard Offer rates prior to July 1, 
2004, in the event of (a) conditions or circumstances which constitute an 
emergency, such as an inability to finance on reasonable terms, or @) 
material changes in APS’ cost of sewice for Commission-regulated 
seryices resulting from federal, trii.al, state or local laws, regulatory 
requirements, judicial decisions, actions or orders. Except for the changes . 
otherwise specifically contemplated by this Agreement, unbundled. and 
Standard Offer rates shall remain unchanged until at least July 1,2004. 

lection 7.1 

The Consursiers Council opined that there was language in the Agrement which would 

:legally bind future Commissions. While Staff disagreed with the legal opinion of &e Consumers 

:ounc& Staff was concerned with some of the binding language in the Agreement and in particular 

rith the foUowing language in Set+;- ’ ’ ’ 

7.1. To the extent any provision of this Agreement is inconsistent With any existing 
or f h r e  Commission order, rule or regulation or is inconsistent with. the Electric - 

. .. 
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Competition Rules as now existing or as may be amended in the future, the provisions of 
this Agreement shall control and the approval of the Agreement by the Commission shall 
be deemed to constitute a Commission-approved variation or exemption to any 
conflicting provision of the Electric Competition Rules. 

Staff recommended the Commission not approve Section 7.1. 

According to NEV Southwest, APS indicated that it intends to establish a generation affiliate 

under Pinnacle West, not under APS. Further, that APS intends to procure generation for standard 

offer customers from the wholesale generation market as provided for in the Electric Competition 

Rules. Additionally, it was NEV Southwest's understanding that the affiliate generation company 

could bid for the A P S  standard offer load under an affiliate FERC tariff, but there would be no 

automatic privilege outside of the market bid. NEV Southwest supports the aforementioned concepts 

and recommended they be explicitly stated in the Agreement. 

We share Staffs concerns. We also recognize that the parties want to preserve their benefits 

to their Agreement, We agree with the parties that to the extent any provision of the Agreement is 

inconsistent with the Electric Competition Rules as finalized by the Commission in September 1999, 

1 the provisions of the Agreement shall control. We want to make it clear that the Commission does 1 7 

not intend to revisit the stranded cost portion of the Agreement. It is also not the Commission's 

intent to undermine the benefits that parties have bargained for. With that said, the Commission mxst 

be able to make rule changedother future modifications that become necessary over time. As a 

result, we will direct the parties and Staff to file within 10 days, a revised Section 7.1 consistent with 

8 

9 

10 

11 

l2 I the Commission's discussions herein and subsequently approved by this Cornmission. : 
13 

16 

17 

18 

-1 9 

Generation Affiliate 
Section 4.1 of the Agreement provides the following: 

4.1 The Commission will approve the formation of an affiliate or affiliates of APS 
to acquire at book value the competitive services assets as currently required by the 
Electric Competition Rules. 
efficiently and at the lowest possible cost, the Commission shall grant APS a two-year 
extension of time until December 31, 2002, to accomplish such separation. A similar 
two-year extension shall be authorized for compliance With A.A.C. R14-2-1606@). 

Related to Section 4.1 is Section 2.6(3) which allows APS to defer costs of forming the generation 

In order to facilitate the separation of such assets * 

We concur with NEV Southwest. We shall order APS to include language as requested by I 
9 
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NEV Southwest. Power for Standard Offer Sexvice will be acquired in a manner consistent with the 
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Commission’s Electric Competition Rules. We generally support the request of APS to defer &OS 

:osts related to formation of a new generation affiliate pursuant to the Electric Competition Rules 

We also recognize the Company is making a business decision to transfer the generation assets to a1 

$filiate instead of an unrelated third parry. As a result, we find the Company’s proposed mitigatior 

If stranded costs’ in the Settlement should also apply to the costs of forming the new generatior 

Eiliate. Accordingly, Section 2.6(3) should be modified to reflect that only 67 percent of those cost5 

o transfer generation assets to an affiliate shall be allowed to be deferred for future collection. 

Some parties were concerned that Sections 4.~1 and 4.2 provide in effect that the Commission 

Vi11 have approved in advance any proposed ,financing arrangements psociated with fibre transfers 

If “competitive swrvices” assets to an affiliate. As a result, there was a recommendation that the 

:ommission ?etain the right to review and approve or reject any proposed financing arrangements. In 

ddition, some parties expressed concern that APS has not definitively described the assets it will 

:tab and which it will transfer to an affiliate. . .  

We share the concerns that the non-competitive portion of APS not subsidize the spun-off 

ompetitive assets through an unfair financial am&ment. We want to make it clear that the 

:ommission will closely scrutinize the capital structure of APS at. its 2004 rate case and make any 

ecessary &justmentS. The Commission supports and authorizes the transfer by APS to an affiliate 

r affiliates of all its generation and competitive electric service assets as set forth in the Agreement 

0 later than Decembw 3 1,2002. However, we will require the Company to provide the Commission 

ith a specific list of any assets to be so transferred, along with their net book values at the time of 

ansfer, at least thirty days prior to the actual transfer. The Commission reserves the right to verify 

*ether such specific assets are for the provision of generation and other competitive electric 

rvices or whether there are additional APS assets that should be so transferred. 

nbundled Rates 

Several parties expressed concern that the Agreement’s unbundled rates fail to provide the 

Agreement td not recover 183 million out of a claimed 5533 million. 
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. .  . .  
necessary information to determine whether a competitor’s price is lower than the Standard offe 
rate. Further, some of the parties asserted that APS has not performed a functional cost&servic 

study and as a result the Settlement’s “shopping credit” is an artificial division of costs. In Espons: 

A P S  indicated the Standard Offer rates can not be unbundled on a strict cost-of-service basis unles 

the Standard Offer rates are redesigned to equal cost-of-service. APS opined that such a proces 

would result in significant rate increases for many customers. 

AECC asserted that a full rate case would result in additional monthdyears of delay wit1 

continued drain of resources by all interested entities. 

The ESPs  asserted that the bill format proposed by APS is misleading and too complex. Ir 

general,’ the ESPs desired a bill format that would allow customers to easily compare Standard Offei 

and Direct Access charges in order to make an informed decision. As a result, APS was directed tc 

circulate an Informational Unbundled Standard Offer Bill (“Bill’? to the parties for comments 

Subsequent to the hearing, a Bill was circulated to the parties for comments to determine whai 

consensus could be reached on its format. In general, there was Iittle dispute with the format of the 

Bill. However, PG&E and Commonwealth disagreed with the underlying cost allocation 

methodologies. Enron was concerned that the Bill portrayed the Standard Offer to be more simplistic 

than the Direct Access portion of the Bill. Enrori proposed a bill format that would clearly identifi 

those services which are available from an ESP. Based on comments from RUCO and Staff, A P S  

made general revisions to the proposed Bill. 

We find the ApS Attachment AP-lR, second revised dated 8/16/99 provides sufficient 

information in a concise manner to enable customers to make an informed choice. (See Attachment 

No. 2 herein), However, we find the EXXOR breakdown into a Part 1 versus Parts 2 and 3 will further 

help educate customers as to choice. We will direct APS to m e r  revise its Bill to hav, Papart 1 as 

set forth by the Enron breakdown. We believe Parts 2 and 3 can be combined for simplicity. 

We concur with ApS that it is not necessary to file a revised cost-of-service study at this time. 

The proposed Standard Offer rates contained in the Settlement are based on existing tariffs approved 

by this Commission. Further, we concur with AECC that a full rate case with a revised cost-of- 

service study would result in monthslyears of additional delay. Lastly, the Standard Offer rates as 
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proposed in the Settlement arc consistent with the Commission’s requirement fiat no customer sha 

receive a rate increase. The following was extracted h m  Decision No. 61677: 

“No customer or customer class shall receive a rate increase as a result of 
stranded cost recovery by an Affected Utility under any of these options.” 

Code of Conduct 

There were concerns expressed that APS would be wTitiig its own Code of Conduct 

Subsequently, APS did provide a copy of its proposed Code of Conduct to the parties for comment 

Several parties also expressed concern that any Code of Conduct would not cover the actions of i 

;ingle company during the two-year delay for transfemng generation assets. 

Based on the above, we will direct APS to file with the Commission no later t h a ~  30 days oj 

be date of this Decision, its interim Code of Conduct. We Will direct APS to file its revised Code oi 

:onduct within 30 days of the date of this Decision. Such Code of Conduct should also include 

wovisions to govm the supply of generation during the two-year period of delay for the transfer of 

;eneration assets so that A P S  doesn’t give itself an undue advantage over the ESPs. Au parties shall 

lave 60 days from the date of this Decision to provide their comments to APS regarding the revised 

:ode of Conduct. APS shall fiIe its final proposed Code of Conduct‘within 90 days of the date of this 

Iecision. Subsequently, within 10 days of filing the Code of Conduct, the Heqring Division shall 

stablish a procedural schedule to hear the matter. 

iection 2.6(11 

Pursuant to the Agreement, the Commission shall approve an adjustment clause or .clauses 

vhich among other things would provide for a purchased power adjustor (“PPA”) for service after 

u1y 1,2004 for Standard Offer obligations. Part of the justification for the PPA was the fact that 

hese costs wouId be outside of the Company’s control. 

We concur that a PPA would result in less risk to the Company resulting in lower costs for 

he Standard Offer customers. As a result, we will approve the concept of the PPA as set forth in ‘ .  * .  
lection 2.6(1) ’with &e understanding that the Commission can eliminate the PPA once the 

:ommission has provided reasonable notice to the Company. 
. .  - 

.. 

>... 

.-. 

. .._ . 

-. I 
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leauested Waivers 

. Section 4.3 ofthe Agreement would automatically act to exempt APS and its affiliates from 

he application of a wide range of provisions under A.R.S. Title 40. In addition, under Section 4.5 of 

he Abeernent, Commission approval without modification will act to grant certain waivers to Aps 

nd its affiliates of a variety of the provisions of the Commission’s affiliate interest rules (A.A.C. 

ll4-2-801, et seq.), and the rescission of all or portions of certain prior Commission decisions. 

Staff recommended that the Commission reserve its approval of the requested statute waivers 

ntil such time as their applicability can be evaluated on an industry-wide basis, rather than providing 

Additionally, Staff recommended that the 

:ommission not waive the applicability of A.A.C. R14-2-804(A), in order to preserve the regulatory 

blanket exemption for A p S  and its affiIiates. 

uthority needed by the Commission to justify approving Exempt Wholesale Generator (“EWG“) 

tatus for APS’ generation affiliate. 

We concur with Staff. Accordingly, the requested statutory waivers shall not be granted by 

his  Decision. Those waivers will be considered in an industry-wide proceeding to be scheduled at 

he C o ~ i s s i o n ’ s  earliest convenience. The requested waivers of affiliate interest rules and 

escission of prior Cornmission decisions shall be granted, except that the provisions of A.A.C. R14- 

!-804(A) shall not be waived. 

ANALYSISISUMMARY 

Consistent with our detcrmination in Decision No. 60977, the following primary objectives 

ieed to be taken into consideration in deciding the overall stranded cost issue: 

A. 

B. 

C. 

D. 

E. 

Provide the Affected Utilities a reasonable OpportUnity to collect 100 percent of their 
unmitigated stranded costs; 

Provide incentives for the Affected Utilities to maximize their mitigation effort; 

Accelerate the collection of stranded costs into as short of a transition period as 
possible consistent with other objectives; 

Minimize the stranded cost impact on customers remaining on the standard offer; 

Don’t c o f i s e  customers as to the bottom line; and 

13 DECISION NO. 10 f 9 7.3 
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F. Have full generation competition as soon as possible. 

The Commission also recognized in Decision No. 60977 that the aforementioned objectives 

were in conflict. Part of that conflict is reflected in the following language extracted from 

Decision No. 60977: 

One of the main concerns expressed over and over by various consumer groups 
was that the small consumers would end up with higher costs during the transition 
phase and all the benefits would flow to the larger users. At the time of the hearing, 
there had been minimal participation in California by residential customers in the 
competitive electric market place. It is not the Commission’s intent to have small 
consumers pay higher short-term costs in order to provide lower costs for the larger 
corisumers. Accordingly, we wilI place limitations on stranded c p t  recovery that will 
minimize the impact on the standard offer. 

Iecision No. 61677 modified Decision No. 60977 and allowed each Affected Utility to chose fiom 

ive options. 

With the modifications contained herein, we find the overall Settlement satisfies the 

lbjectivcs set forth in Decision Nos. 60977 and 61677. We believe the Settlement Will result in an 

lrderly process that will have real rate reductions‘ during the transition period to a competitive 

;eneration market. The Settlement allows evny A P S  customer to have the immediate opportunity to 

enefit from the change in market structure while maintaining reliability and certainty of delivery. 

’urther? the Settlement in conjunction with the Electric Rules will provide every A P S  customer with 

choice in a reasonable timekame and in an orderly manner. If anything, the Proposed Settlement 

wars customers over competitors in the short run since APS has agreed to reductions in rates 

ltaling 7.5 percent’. This Commission supports competition in the generation market because of 

.. 

icreased benefits to customers, including lower rates and greater choice. Whiie some of the 

otential competitors have argued that higher “shopping credits” will result in greater choice, we find 

iat a higher shopping credit would also mean less of a rate reduction for APS customers. We find 

iat the Settlement strikes the proper balance between competing objectives by allowing immediate 

There have been instances in other states where customers were told they would receive rate decreases which 
~t then offset by a stranded cost add-on. 

Pursuant to Decision No. 59601, dated April 24,1996,0.68 percent of that decrease would have occurred on July 
1999. 
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rate reductions while maintaining a relatively short transition period for collection of stranded costs, 

followed shortly thereafter with a full rate case. At that point in time the collection of stranded costs 

will be completed and unbundled rates can be modified based upon an updated cost study. 

* * * * * * * * * * 

Having considered the entire record herein and being filly advised in the premises, the 

Commission finds, cqncludes, and orders that: 

FINDINGS OF FACT 

1. 

State of Arizona. 

APS is certificated to provide electric service as a public service corporation in the 

2. Decision No. 59943 enacted R14-2-1601 through -1616, the Retail Electric 

Com pet; tion Rules. 

3. Following a hearing on generic issues related to stranded costs, the Commission issued 

Decision No. 60977, dated June 22,1998. 

4. 

5.  

6. 

7. 

8. 

Decision No. 61071 adopted the Emergency Rules on a permanent basis. 

On August 21,1998, APS filed its Stranded Costs plan. 

Qn November 5,1998, APS filed the Staff Settlement Proposal. 

Our November 24,1998 Procedural Order set the matter for hearing. 

Decision No. 61259 established an expedited procedural schedule for evidentiary 

hearings on the Staff Settlement Proposal. 

9. 

Proposal. 

The Court issued a Stay of the Commission's consideration of the Staff Settlement 

10. Staff withdrew the Staff Settlement Proposal fiom Commission consideration. 

11. 

12. 

On May 17,1999, MS filed its Settlement requesting Commission approval. 

Our May 25, 1999 Procedural Order set the Settlement for hearing commencing on 

July 14, 1999. 

13. Decision No, 61311 (January 11, 1999) stayed the effectiveness of the Emergency 

Rules and related Decisions, and ordered the Hearing Division to conduct firther proceedings in this 

Docket. 
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14. In Decision No. 61634 (April 23, 1999), the Commission adopted modifications I . .  
R14-2-20] through-207, -210 and 212 and R14-2-1601 through-1617. 

15. Pursuant .to Decision No. 61677, dated April 27, 1999, the Commission modifie 

Decision No. 60977 whereby each Affected Utility could choose one of the following options: (2 

Vet Revenues Lost Methodology; (b) DivestiturdAuction Methodology; (c) Financia1 Integrit 

klethodology; (d) Settlement MethodoIogy; and (e) the Alternative Methodology. 

16. APS and other Affected Utilities filed With the Arizona Superior Court various appeal 

if Commission Orders adopting the Competition Rules and related S&ded Cost Decisions (thc 

Outstanding Litigation”). 

17. Pursuant to Decision No. 61677, A P S ,  RUCO, AECC, and ACAA entered into thc 

ettlement to resolve numerous issues, including stranded costs and unbundled tariffs. 

18. The difference between market based prices and the cost of regulated power has beer 

enerally refened to as stranded costs. 

19. Any stranded cost recovery methodology must balance the interests of the Affected 
... tihties, ratepayers, and the move toward competition. 

20. 

mded costs. 

All cunent and fiture customers of the Affected Utilities should pay their fair share bf 

21. Pursuant to the terms of the Settlement Agreement, APS has agreed to the 

'edification of its CC&N in order to implement competitive retail access in its Service Territory. 

22. The SettIement Agreement provides for competitive retail access in APS’ Service 

:mtory, establishes rate reductions for all APS customers, sets a mechanism for stranded cost 

covery, resolves contentious litigation, and therefore, is in the public interest and should be 

)proved. 

23. 

. .  

The information and formula for rate nduktions .contained in E@iiit AP-3 Appended 

APS Exhibit No. 2 provides current financid support for the proposed rates. 

24. RUCO, ACAA, and AECC collectively, represent residential and non-residential. 
... - . . . ..- . I ... - :.. .. .. . .. . * I .  

stomers. 

25. According to AECC,’the Agreement results in higher shopping credits than in the S& 
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Settlement Proposal as well as those offered by SRP. 

26. The decremental approach for metering and billing will not provide sufficient credits 

for competitors to compete. 

27. Pursuant to the Settlement, customers wiIl receive substantial rate reductions without 

he necessity of a full rate case. 

28. 

29. 

An APS rate case would take a minimum of one year to complete. 

ESPs that have been certificated have shown more of an interest in serving larger . 

miness customers than residential customers. 

30. It is not in the public or customers' interests to forego guaranteed Standard Offer rate 

weductions in order to have a higher shopping credit. 

3 1. The Settlement will permit competition in a timely and efficient manner and insure all 
I -  

:ustomen benefit during the transition period. 

32. Based on the evidence presented, the FVRB and EVROR of APS is determined to be 

S5,195,675,000 and 6.63 percent, respectively. 

33. The terms and conditions of the Settlement Agreement as modified herein are just and 

reasonable and in the public interest. 

CONCLUSIONS OF LA\Y 

1. The Affected Utilities are public service corporations within the meaning of the 

Arizona Constitution, Article X V ,  underA.R.S. $5 40-202, -203, -250, -321, -322, -331, -336, -361, - 
365, -367, and under the Arizona Revised Statutes, Title 40, generally. 

2. The Commission has jurisdiction over the Affected Utilities and of the subject matter 

contained herein. 

3. 

4. 

Notice of the proceeding has been given in the manner prescribed by law. 

The Settlement Agreement as modified herein is just and reasonable and in the pubIic 

interest and should be approved. 

5. APS should be authorized to implement its Stranded Cost Recovery Plan as set forth 

in the Settlement Agreement. 

6. ApS' CC&N should be modified in order to pennit competitive retail access in APS' 
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CC&N service territory. 

7. The requested statutory waivers should not be granted at this time. A proceedir 

should be commenced to consider statutory waivers on an industry-wide basis. The other waive 

requested by APS in the Settlement should be granted as modified herein, except that the provisior 

)f A.A.C. R14-2-804(A) shall not be waived. 

ORDER 

IT IS THEREFORE ORDERED that the Settlement Agreement as modified herein is hereb 

rpproved and all Commission findings, approvals and authorizations requested therein are hereb: 

ranted. . 

IT IS FURTHER ORDERED that Arizona Public Service Company's CC&N is herebj 

iodified to permit competitive retail access consistent with this Decision and the Competition Rules. 

IT IS FURTITER ORDERED that within 30 days of the date of this Decision, Ariiona Public 

ervice Company shall file a proposed Code of Conduct for Commission approval. 

IT IS FURTHER ORDERED that Arizona Public Service Company ShalI file a revised 

ettlement Agreement consikent with the modifications herein. 

.. 

.. 
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IT Is FURTHER ORDERED that within ten days of the date the proposed Code of Conduct 

s filed, the Hearing Division shall issue a Procedural Order setting a procedural schedule for 

‘onsideration of the Code of Conduct. 

IT IS FURTHER ORDERED that this Decision shaI1 become effective immediately. 

BY ORDER OF THE ARIZONA CORPORAnON C O ~ S S I O N .  

IISSENT 
m d a p  

N WIRESS WHEREOF, I, BRIAN C. McNEIL, Executive 
Secretary of the Arizona Corporation Commission, have 

’ hereunto set my hand and caused the official s e d  of the 
C!mqsnon to the Capitol, in the City of Phoenix, 
t h s b  day 
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May 14, 1999 

This settlement agreement (“Agreement”) is entered h t o  as of May 14, 1999, by 
Arizona Public Service Company (“APS” or &e ”Company”) and the various signatories to 
this Agreement (collectively, the “Parties”) for the purpose of establishing terms and 
conditions for the introduction of competition in generation and other competitive services that 
are just, reasonable and in the public interest. 

- 

.. 
In Decision No. 59943, dated December 26, 1996, ;he Arizona Corporation 

Commission (‘ACC” or the ”Commission”) established a ”framework” for introduction of 
competitive electric services throughout the territories of public service corporations in 
M o n a  in the rules adopted in A.A.C. R14-2-1601 e? seq. (collectively, “Electric Competition 
Rules” as they may be amended from time to the).  The Electric Competition Rules 
established by that order contemplated future chariga to such rules and the possibility of 

.i b-.. waivers or amendments for particular companies under appropriate circumstances. Since their 
.=si * +*%’ e initial issuance, the Electric Competition Rules have been amended several times and are 

currently stayed pursuant to Decision No.. 61311, dated January 5, 1999. During this time, 
APS, Commission Staff and other interested parties have participated in a number of 
proceedings, workshops, public comment sessions and individual negotiations in order to 
further refrne and develop a restructured utility industry Arizona that will provide 
meani&ul customer choice in a manner that is just, reasonable and in the public interest. 

. , ..“., 
- <?A+ 
5> -,*... 

. 

This Agreement establishes the agreed upon transition for APS to a restructured 
. . entity and will‘provide customers with competitive choices.for generation and certain other 

retail services. The Parties believe this Agreement will produce benefits for all customers 
through implementing customer choice and providiq rate reductions so that the APS service 
temtory may benefit from economic growth. The Parties also believe this Agreement will 
fairly treat A P S  and its shareholders by providing a reasonable opportUnity to recover 
prudently incurred investments and costs, includhg stranded costs and regulatory assets. 

.. -- 

Specifically, the Parties believcthe Agreement is in the public interest for the 
following reasons. m, customers will receive substantial rate reductions. Second, 
competition will be promoted through the introduction of retail access faster than would have 
been possible without this Agreement and by the functiond separation of APS’ power 
production and delivery functions. w, economic development and the environment will 

. 

0 



DOCKET NO. Ed1345A-98-0473 ET'&. ' 

benefit through guaranteed rate reductions and the cbntinuation of renewable and enera 0 efficiency pro,pms. Founh, universd service coverage wiU be maintained through US' low 
income assistance programs and establishment of "provider of last reson" obligations on ~ p s  
for customers who do not wish to participate in retail access. Eifrb, A P S  will be able to 
recover its regulatory assets and saanded costs as provided for in this Agreement withour the 
necessity of a general rate proceeding. M, substantid litigation aad associated costs will be 
avoided by amicably resolving a number of hnp0-t and contentious issues that have already 
been raised in the courts and before the C o h s i o n .  Absent approval by the Commission of 
the settlement reflected by this Agreement, APS would seek full stranded cost recovery and 
pursue other rate and competitive restructuring provisions different than provided foreherein. 
The ocher Parties would challenge at least portions of U S '  requested relief, including the 
recovery of all stranded cos=. The r d t i n g  regulatory hearings and related COUK appeals 
would delay the start of competition and drain the resources of all Parties. 

i 

NOW, THEREFORE, APS and the Parties agree td' the following provisions ~ 

which they believe to be jun, reasonable and in the public interest: 

TERMS OFAGREEMEN?' .. 

ARTICLE I 
ATION OF RETAIT, ACCESS 

0 
' 

i .1. The Aps dsmiution system shall be open for retail access on 3uly 1, 
1999; provided, however, that such retail access to electric generation and other competitive 
electric Services suppliers wiu be phased in for customers in A P S '  service territory in 
accordance with the proposed Electric Competition RuIes, as and when such d e s  become 
effective, with an additional 140 MW being made available to eligible non-residential 
customers. The Parties shall urge the Commhsion to approve Electric Competition Rules, at 
least on an emergency basis, $0 that mcanin,oful retail access can begin by July 1, 1999. 
Unless subject to judicial or,regulatory restrdmt, A P S  shall open its distribution system to 
retail access for all customen on January 1,2001. 

1.2. A p S  will make retail access available to residential customers pursuant to 
its December 21, 1998, f i g  with the Commission. 

1.3,. The Paaies a&nowIed,oe that US', ability to offer retail access is 
, 

Contingent upon nummu conditions and circumstances, a number of which are not withinathe 
dinct control of the Parties. Accordingly, the Parties agree that it may become necessary to 
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1.4. APS agrees to the amendmentand modification of its Certificate(s) of 
Convenience and Necessity to permit retail access consistent wirh the terms of this Agreement. 
The Commission order adopting this Agreement shall constitute the necessary Commission 
Order amendins and modifying APS’ CC&% to permit retail access consistenr with the t e r n  
of this Agreement. 

ARTICLE II 

2.1. ?be Company’s unbundled rates and charges attached hereto as Exhibit A 
will be effective as of July 1,1999. The Company’s presently authorized rates and charges shall 
be deemed its standard offer (“Standard Offer”) rates for purposes of this Agreement and the 
Electric Competition Rules.  ills for Standard Offer service shall indicate individual unbundled 
service components to the extent required by the Electric Compcriti?n Rules. 

2.2. Future reductions of standard offer tariff rates of 1.5 % for customers 
having loads of less than 3 MW shall be effective as of July 1, 1999, July I, 2000, July I, 
2001, July 1 2002, and July 1,2003 upon the U g  and C o d s i o n  acceptance of revised 
tariff sheets reflecting such decreases. For customers having loads greater than 3 Mw served 
on Rate Schedules E-34 and E-35, Standard Offer tariff rates will be reduced: 1.5 72, effective 

..si:: July 1, 1999; 1.5% effective July 1,2000; 1.25% effective Jdy  I, 2001; and -75% effective &i& 
3%:: July 1,2002. The 1.5 % Standard Offer rate reduction to be effective July 1, 1999, includes 
’ the rate reduction otherwise required by Decision NO. 59601. Such decreases shall become 

effective by the filing with a d  acceptance by the Commission of revised tariff sheets reflecting 
each decrease. 

2.3. Customers greater than 3 Mp/  who choose a direct access supplier must 
give APS one year’s advance notice before being eligible to return to Standard Offer service. 

2.4. 
forth in Exhibit A attached hereto upon the filhs and Comdssion acceptance of revised tariff 
sheets reflecting such decreases. 

Unbundled rates shall be reduced in the amounts and at the dates set 

2.5. This Agreement shall not preclude APS from requesting, or the 
Commission from approving, chan,es to specific rate schedules or terms and conditions of 
service, or the approval of new rates or terms and conditions of service, that do not 
significantly affect the overall earnin,os of the Company or marenally modify the tariffs or 
increase the rates approved this Agreement. Nothin,o contained in this Agreement shall 
Preclude APS from f i g  changes to its tariffs or terms and conditions of service which are - - 
inconsistent with its obligatibm under this Ageement. 

not 

. 2.6. Notwithstanding the rate reduction provisions stated above, the 
Commission shall, prior to December 3 1,2002, approve an adjusrment clause or clauses which 

3 
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will provide full and b e l y  ncovery beginning July 1,2004, of the reasonable and prudent @ costs of the following: 

(3) 

(4) 

ApS' 'provider of last re~ort" and %ndard Offer obligations for 
service akcer July 1,2004, which costs shall be recovered only 
from Standard Offer and *provider of iast resort" customers; 

Standard Offer service to customers who have left Standard Offer 
service or a special coauact rate for a competitive generation 
supplier but who desire to return to Standard Offer service, which 
costs shall be recovered only from Standard Offer and 'provider 
of last resort" customers; 

compliance with the Electric Competjtion Rules or Commission- 
ordered program or directives related to the implementation of 
the Electric Competition Rules, as they may be amended from 
b e  to t h e ,  which costs shall be recovered &om all customers 
receiving services &om A P S ;  and 

Commission-approved system benefit p r o m  or levels not . ' 
included in Standard Offer rates as of June 30, 1999, which costs 
shall be recovered &om all customers receiving services from 
APS. 

By June 1,2002, A P S  shall file an application for an'adjustmcnt clause or clauses, together 
with a proposed plan of administration, and supporting testimony. The Commission shaU 
thereaf3er issue a procedural order settiq such adjustment clause application for hearing and 
including reasonable provisions for participation by other parties. The Commission order 
approvktg the adjustment clauses shaIl also establish reasonable proceaureS pursuant to which 
the Commission, Commission Staff and interested parties may review the costs to. be 
recovered.. By June 30,2003, A p S  will file its request fdr the specific adjusknent clause 
factots which shall, after hearing and Commission approval, become effective July 1,2004. 
A P S  shall be allowed to defer cos0 covered by this Section 2.6 when innurcd for later frtll 
recovery pursuant to such adjustment clause or clauses, including a reasonable return. . .  

2.7. By June 30,2003, APS SM file a general rate case with prefiled 
testimony and support@ schedules and efiiits; provided, however, that any rate changes 
resulting therefrom su not become effec&e prior to 

. .  . 1, ~2004. -' ' 
I .  . 

2.8. Aps shall not be prevented from seeking a change in unbundled or 
Standatd Offer rates prior to J d y  1,2004, in the event of (a) conditions or circumstances which 
constitute .an emergency, such 85 the inability to f e  on reasonable tenns, or (b) material 
changes in APS' cost of service for Commission regulated services resultkg from federal, tribal, 
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state or local laws, regulatory requirements, judicial decision, actions or orders. Except for the 
changes otherwise specifically contempIated by this Apement, unbundled and Standard Offer 
rates shall remain unchanged until at least July I, 2004. 

3.1. APS currently recovers replatory assets through July 1, 2004, pursuant 
to Commission Decision No. 59601 in accordance with the provisions of this Agreement. 

3.2. APS has demonstrated that its ailowable stranded costs after mitigation 
(which result from the impact of retail access), exclusive of reguIatory assets, are at least 5533 
million net present value. 

$183 million pet present value of the amom& included above. A P S  shall have a reasonable 
opportunity to recover $350 d i o n  net present VdUe a competitive transition charge 
(“CTC”) set forth in Exhibit A attached hereto. Such (2°C shall remain in effect until 
December 31,2004, at which time it will termkite. If by that date A P S  has recovered more 
or less than $350 million net present value, as calculated in accordance with Exhibit B attached 

- hereto, then the nominal dollars associated with any excess recovexylunder recovery shall be 
crediteddebited against the costs subject to recovery under the adjustment clause set forth in 
Section 2.6(3). 

7 

3.3. The parties agree that APS should not be alfowed to recover 

3.4. The regulatory assets to be recovered under this Agreement, after giving 
effect to the adjustments set forth in Section 3.3, shall be amortized in accordance with‘ 
Schedule C of Exhibit A attached hereto. 

3.5. Neither the Parties nor-the Commission shall take any action that would 
diminish the recovery of ApS’ stranded costs or re,datory assets provided for herein. The 
Company’s williin,oness to enter into this Agreement $ based upon the Commission’s 
irrevocable promise to permit recovery of the Company’s regulatory assets and stranded costs 
as provided herein. Such promise by the Commission shall survive the expiration of the 
Agreement and shall be specifically enforceable against this and any future Commission. 

: 

ARTJicLE IV 
CORPORATESTRUCTURE 

4.1. . n e  Commission will approve, the formation of an affiliate or affiliates of 
APs to acquire at book value the competitive services assets as currently required by the 
Electric Competition Rules. 
at the lowest possible Cost, &e Commission shall spnt APS a two-year extension of t i e  until 

order to facilitate the separation of such assets efficiently and 

5 
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ecember 31,2002, to accomplish such separation." A sknilar two-year extension shall be 
@uthorhed for compliance with A.A.C. Rl4-2-1606@). 

4.2. Approval of this Agreement by the Comahsion sMi be deemed to 
coristitutc ai l  requisite Commission approvals for (1) the creation by A P S  or its parent of new 
corporate affiliates to provide competitive senices including, but not limited to, generation 
salts and power marketing, and the transfer thereto of APS' generation assets and competitive 
services, and (2) the full and timely recovery through the adjustment clause referred to in 
Section 2.6 above for aiI of the reasonable and prudent costs SO incurred in separating 
competitive generation assets and competitive services as required by proposed A.A.C. R14-2- 
1615, exclusive of the costs of transferring the A P S  power marketing function to an affiliate. 
The assets and services to be transferred shall include the items set forth on Exhi3i.t C attached 
herctb. Such transfers may require various re=,qulatoty and third party approvals, consents or 
waivers from entities not subject to APS' coneol, including the FERC and the NRC. No Pam 
to this Agreement (ic1uding the Commission) will oppose, or -port opposition to, APS 
requests to obtain such approvals, consents or waivers. 

; 

4.3. Pursuant to A.R.S. fi 40-202&), the commission's approval of this g 

Agreement shaLz exempt any competitive service provided by APS or its affiliates from the . 
application of various provisions of A.R.S. Title 40, i nCIuqw A.R.S. §Q 40-203,40-204(A), 
40-204@), 40-248,40-~0,4~25~,40-285,40-301,40-302,40-303, 40-321,40-322,40-331, 
6332,40-334,40-365,40-366,40-367 and 40-401. 

0 .  4.4. APS' subsidiaries and affiliates (mcludmg'APS' parent) may take 
both energy and non-energy related advantage of competitive business o p p o d t i w  

businesses by.establishing such unregulated afEliates as they deem appropriate, which wilI be 
fret to operate in such places as they may determine. The A P S  amiate or aff'ates acquirin,O 
U S '  generating assets may be a participant in the energy mpply market within and outside of 
Arkom. Approval of this Agreement by the Cornmission shall be deemed to include the 
foIIow@ specific determbations required under Sections 32(c) and (k)(2) of the Public Utility 
Holdmg Company Act of 1935: 

A P S  or an affiliate is authorized to establish a subsidiary company, which will 
seek exempt wholesale generator ('EWG") status from the Federal Energy 
Regulatory Commission, for the purposes of acquiring and owning Generation 
Assets. 

, 

.: ,. 

.. .. .L 

The Commission has d&rmined that allowin;! the Generation .&sets to become 
"eiigible facilities," within the meaniog of Section 32 of the Public Utility 
Holdmg Company Act ("PUHCA"), and owned by an APS EWG affiliate 
(1) will benefit c o m r s ,  (2) is in the public interest, and (3) does not violate 
Arizona law. 

.; ' .. 
6 
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The Commission has sufficient regulatory authority, resources and access to the 
books and records of A P S  and any relevant associate, affiliate, or subsidiary 
company to exercise its duties under Szction 32(k) of PUHCA. 

APS will purchase any electric energy from its EWG affZate at market based 
rates, This Commission has determined that (I) the proposed transaction will 
benefit consumers and does not violate A z i z O n a  law; (2) the proposed 
transaction will not provide APS’ EWG affiliate an unfair competitive advantage 
by virtue of its affiliation with APS;  (3) the proposed transaction is in the public 

. interest. 

The A P S  affiiate or affiliates acquiring APS’ generating assets will be subject to regulation by 
the Commission, to the extent otherwise permitted by law, to no greater manner or extent than 
that m m e r  and extent of Commission regulation imposed upon oeer  owners or operators of 
generating facilities. 

4.5. The Commission’s approval of this Agreement will constitute certain 
waivers to APS and its affiliates (icluding its parent) Of the Commission’s existing affiliate 
interest rules (A.A.C. R14-2-801, er seq.), and the rescission of all or podons of certain prior 
Commission decisions, dl as set forth on Exhibit D attached hereto. 

4.6. The Parties reserve their rights under Sections 205 and 206 of the 
Federal Power Act with respect to the rates of any APS &%ate formed under the provisions of 
this Article IV. 

ARTICLE v 
WITHDRAWAL OF JTT’IGATTON 

5.1. Upon receipt of a . b l  order of the Commission approving this 
Agreement that is no longer Subject to judicial review, APS and the Parties shall withdraw with 
prejudice a11 of their various court appeals of the Commission’s competition orders. 

ARTICLE VI 
PROVAL BY “HE C O W S I O N  

6.1. This Agreement shall not become effective until the issuance of a final 
Commission order appro&g this Agreement without modification on or before August 1, 
1999. In the event that the Commission fails to approve this Agreement without modification 
according to its t e r n  on or before August 1, 1999, any Party to this Agreement may withdraw 
from this Agreement and shall thereafter not be bound by its provisions; provided, however, 
that if APS withdraws from this Agreement, the Agreement shall be null and void and of no 
further force and effect. In any event, the rate reduction provisions of this Agreement shall not 
take effect until this Aseement is approved. Parties SO withdrawing shall be free to pursue 
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0 their respective positiom without prejudice. Approh of this Agreement by the Commission 

s 

.. 
sW1 make the Commission a party to this Agrement and fulIy bound by its provisions. 

6.2. f i e  Parties agree that they shall make aU reasonable and good faith 
efforts necessary to (I) obtain fhal approval of this Agreement by the Commission, and @) 
ensure full implementation and enforcement of ad the terms and conditions set forth in this 
Agreement. Neither the Parries nor the Commission Shall take or propose any action which 
wouId be inconsistent with the provisions of this A,wement. AIl Pa@es shall actively defend 
this Agreement in the event of any challenge to its vaIidity or implemenration. 

ARTICLE MI 
1 

7.1. To the extent any provision of this Agreement is inconsistent with any 
existing or fitme Commission order, rule or regulation or is bcoksistent wi& the Elecaic 
Competition Rules as now existing or as xnay be amended in the future, the provisions of this 
Agreement shall control and the approval of this Agreement by the Conmission shall be 
deemed to constitute a Commission-approved variation or exemption to any. conflicting 
provision of the EIcctric Competition Rules. 

7.2. The provisions of this Agreement shall be implemented and enforceable 
notwithstand-w the pendency of a Iegd challenge to the Commission's approval of th,h 

having jurisdiction over the matter. If any portion of the CommiSsion order approving this 
Agreement or -any provision of this Agreement is decIared by a court to be invalid or unlawful 
in any respect, then (1) A P S  shall have no further obligations or liability under this . ' 

Agreement, includins, but not I i t e d  to, any obligation to implement any future rate 
reductions under Article II not then in effect, and (2) the modifications to APS' certificates of 
convenience and necessity referred to in Sectiofi 1.4 shaIl be automatically revoked, in wSch 
event APS shaU use its best efforts' to continue to provide .noncompetitive services (as defined 
in the proposed Electric Competition Rules) at then current rates With respect to customer 

'- 

contracts then in effect for competitive generation (for the remainder of their term) to the 
extent not prohibited by law andsubject to applicable regulatory requirements. 

Agreement, unless such implementation and .enforcement is stayed or enjoined by a'court . .  

7.3. The t e a  and provisions of this Agreement appIy solely to and are' 
binding only in thc context of the purposes and results of this Aepxaent and none of tbe 
positions taken herein by any party may be referred to, cited or relied upon by any other P w  . . 
in any fashion as precedent or otherwise in any other proceeding before this Cornmission or . 
any other regulatory agency or before any court of law for any purpose except in fuaherance 
of the purposes and results of this Agreement. 

claims regardmg the prospective just and reasonable rate levels, and the terms and conditions 
7.4. This Agreement represents an attempt to cO&promise and settle' disputed 

e ,  

Q 
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of competitive retail access, for APS in a manner consistent with the public interest and 
appIicable legal requirements. Nothing conrained in this Agreement is an admission by A P S  
that its current rate levels or rate desi@ are unjust or unreasonable. 

7.5. ~ As part of this Agreement, ms CO&E that it will continue the A P S  
Community Action Partnership (which includes weatherization, €aciliy repair and replacement, 
bill assistance, health and safety programs and energy education) in an annual amount of at 
least $500,000 through July 1,2004. Additionally, the Company will, subject to Commission 
approval, continue low income rates E-3 and E 4  under their current terms and conditions. 

7.6. A P S  shall actively support the Arizona Independent Scheduling 
Administrator (UAISA") and the formation of the Desert Star Independent System Operator. 
APS agrees to modify its OAT'" to be consistent with any FERC approved U S A  protocols. 
The Parties reserve their rights with respect to any AISA protocols, including the right to 
chaIlenge or seek modifications to, or waivers from, such protocols. A P S  shall fde changes to 
its existing OATT consistent with this section within ten (10) days of Commission approval of 
this Agreement pursuant to Section 6.1. 

7.7. Within thirty (30) days of Commission approval of this Agreement 
.. pursuant to Section 6.1, A p S  shall serve on the Parties an Interim Code of Conduct to address 

inter-affiate relationships involving A P S  as a utility distribution company. A P S  shall 
voluntarily comply with this Interim Code of Conduct until the Commission approves a code of 
conduct for APS in accordance with the Electric Competition Rules that is concurrently 
effective with codes of conduct for all other Affected Utilities (as defined in the Electric 
Competition Rules). U S  shall meet and confer with the Parties prior to serving its Interim 
Code ofconduct. . ' 

- 

7.8. In the event of any disa,geement over the interpretation of this 
Agreement or the implementation of any of the provisions of this Agreement, the Parties shall 
promptly convene a conference and in good faith shall attempt to resolve such disagreement. 

7.9. The obligations under this Agreement that apply fur a specific tern set 
forth herein shall expire automatically in accordance with the term specified and shall require 
no further action for their expiration. 

meetings and hearings for consideration of this Agreement. The filing of this Agreement with 
the CO&ssion shall be deemed to be the filing of a formal request for the expeditious 
issuance of a procedural schedule that establishes such formal hearings and public meetings aS 
may be necessary for b e  Commission to approve this Agreement in accordance with 

7.10. The P d e s  agree and recommend that the Commission schedule public 

- 

. .  
. .  
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Section 6.1 and that afford interested parties adequate Opportunity to comment and be heard on 

0 the terms of this Agreement consistent with applicable legal requirements. 

DATED at Phoenix, Arizona, as of this 14th day of May, 1999. 

ONANS FOR F1,ECTRIC CXOICE Pam) 
AND COMPETITIOI$a coalition of 
companies and associations in support of 
competition that includes Cable Systems 

Chemical Lime, Intel, -, HoneyweIl, 
Allied Signal, Cyprus Climax Metals, Asarco, 
Phelps Dodge, -, Homebuilders of 
Central AI%OM, Arizona Mining Industxy 
Gets Our Support, Arizona Food Marketing 
Alliance. Arizona Association of Industries, 
Arizona Multi-housing Association, Arizona 
Rock Producu Association, Arizona Restaurant 
Association, 

International; BHP Copper, Motorola, BY 
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Generation assets include, but are not Iimited to, XPS' interest in the following 
generating stations: 

Pa10 Verde * 

Four Corners 
Navajo 
Cholla 
sa, euaro 
Ocotillo 
West Phoenh 
YUCCA 
Douglas 
Childs 
Iming 

::. .. including allocated common and genera1 plant, supporC assets, associated land, fuel 
supplies and contracts, etc. Generation assets will not include facilities included in 
APS' FERC transmission rates. 
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EXHIBIT D 

R1&2-801(5) and Rl4-2-80:, such rhac the tern, "rtorg&zztion" dots not include. u.d no 
Commission q p r o v d  is :e+irtd for, corpontc r e s u u c h g  that does not airec:f:J involve the 
uriIirl, distribution c o n p a y  ("UDC'') in the hbIding cornpmy. For exmple, d?e holding 
company may rtor,awkt. forin, buy or sell non-UDC filiates, acquire or dives inttresn in 
non-UDC affiliates, etc.? wi&our Commission approval. 

Rl4-2-804(A) .. 
R14-2-805(.4) shdl eppIl; ody to &e UDC 

R 1 4 2 - 8  0 S(A)( 6) 

(1 0): znd (1 1) 

Recision ofPn 'or Commission Or der2 

Section X.C of the YCogeixrzuon and Smdl Power Production Policy" attached KO Decision 
Yo. 52345 (July 27, 198 1) r e g d i g  reponins requiremen& for cozeneration infomarion. 

Decision 'No. 551 1.8 (July 24, 1986) - Page 15, Lines 5-1/2 thtough 1 3 - E ;  Findins of Fact 
No. 24 relating to'repoxing requirements under the abolished PPFAC. 

Decision So. 555 18 (Dec:mber 14: 1987) in its entirev. This dccision related to APS Schedule 
9 (Indusuid Devt!oprncac Eke)  which w2s terminated by the Commission in Decision 
So. 59329 (October 11, 1993). 

9th and 10th Ordering Pmanphs  of Decision KO. 56450 (April 13, 1989) regding  reporting 
requircmeats under the abolished PPFAC. 

. .  

. .  



. DOCKET NO- E-O1345A-98-0473 ET AI,. 

ATTACHXEXT 2 

N 
2': 
P - 
n H 

i n 

C 
0 

P 
E 
0 
9 .. - n 



MAR- 0 2  - 0 

1 

2 

3 

4 

S 

6 

7 

a 
. 9  

IO 

I I '  

12 

13 

I4 

15 

16 

17 

IS 

19 

20 

21 

22 

2; 

- 24 

25 

26 

27 

28 

I 
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Chairman 
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Commissioner ~ € 8  082001 
L4RC SPRZER 

commissioner 

THE MATER OF ARIZONA PUBLIC 

DOCKETED ey m 
DOCKET NO. E-01 34%-0 1-0034 

ERVICE COMPAKY - APPLICATION FOR 

ORTFOLIO SURCHARGE EPS-1 

) 
PPROVAL OF ENVRONMENTpiL 1 DECISION NO. 63 ? k d  

ORDER 

pen Meeting 
uirrary30md31,2001 
hoenix. Arizana 

Y THE COMMISSION: 

FINDINGS OF FACT 

I. Arizona Public Service Company (APS) is certificattd to provide electric service as a 

x b k  service corporation in &e State of iuizona. 

2. On January '10,2001, APS fifed an application for approvai of a tariZ, Entiromenral 

srtfolio S u c h q e  EPS-1. The proposed tariff would be dependent on the Commission's adoptiog 

'rhe proposed rules on the EnvironmentaI Pofifolio Standard. 

t 

3. On August 2,2000 (Decision No. 62762). the Commission issued a notice ofpropojd 

demaking for the Environmental Portfolio Standard. The proposed Environmental Portfolio Spndxd 

iles require a portion of electricity sold to be derived b r n  solar resources or envimmentalIy fimdly 

newable technologies. At least part of portfolio standard costs are to be recovered by a~ 

nvironmenral Portfolio Surcharge or! customer bills. Thz surcharge is to be 50.000875 ptr kl.;:h of 

:rail electricity purchased by the customer. There is to be a surcharse cap of $0.35 per rnonch for 

:sidentiai customers. The surchaP,e cap for nonresidential CuSKOWerS is to be SI3 per monc'n per 

ieter, or per service if no meter is used, except for those nonresidential customers with demands * .. of 

,000 kW or more for three consecutive months who will have a surcharge of S39.00 per month per 

mer. Customer bills are to have a line item enlitled "EnvironrnentaI Ponfolio Surcharge, rnagdzted . I  

y the Carporktion Commission." 

6B22583887 PRGE. 0 
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1 4. On January 2,2001, a procedml order was issued in Docket NOS. ~ - ~ 0 ~ ~ - 0 0 - 0 3 7  

6. Staff recommends the foliowing: 

a. 

b. 

C. 

d. 

2 and E40000A-99-0205 that. ordered Affkted Utilities to file proposed surcharge hriffi on or befir 

3 January IO, 2001. APS filed Environmental PortfoGo Surcharse EPS-1 in response to the procedu-8 

4 order. 

5 . 5. On January 17,2001, the Hearing Officer issued a proposed order on E-OOtJOOC-00. 

6 0377, suggesting certain modifications to the proposed Environmental PorrfoIio Standard rules. 

7 

8 

9 

10 

11 

I2 

13 

14 

15 

16 

I7 

18 

19 

'0 

21. 

22 

23 

24 

25 

I 

26 . 

27 

28 

?he proposed cariff should be approved because its features conform to the 
I surcharge requirements discussed above. 

. .  L ,. 5 

The surcharge should be applied to special contract service customeri unIess 
a previotkly approved special contact explicitly excluded my additional 
C h 3 g e S .  1 ,  

The proposed tariff should be approved on an interim basis, pending me-up in 
a rate review proceeding in which fair value finding are detennined by the 
Commission The reason Staff is recommending adoption of the surcharge on 
;in interim basis is the urgent need for increased energy c2pacity in the western 
United States at this time. The proposed tariff would provide an incstive to 
the applicant to obtain s o h  resources and enxlronmentally friendly gqmaIion 
capacity much sooner than would otherwise be possible. In a fitwe rate review 
proceeding, the Commission could evaluate the actual costs of atquiring 
environmentally ftiendiy generation capacity and whether the applicant uszd 
the surcharse funds appropriately. 

If the applicant does not filt an application for a rate review proceeding that 
wouId provide sufficient information For a fair vaIue determination \$thin IS 
months ofthe date of imptemmtation of this tarXf, Staff recommends that the 
applicant file such information, including as minimum the following: ' 

(i) A dollar amount representing its total revenue for the firs{ twelve 
months after implemmiation of the surcharge. 

Its toral actual operating expenses for the first twelve months after 
implementation of the surcharge. 

The value of a11 assets, listed by major category, used for the first twetve 
months after implementation of the surcharge to provide e1mri.c service 
to customers. The applicant should spwificaIIy identify the ssets. itid 
their vaiue, acquired to comply with the Environmental Por~tbliO 
Srandard. 

(ii)' 

(5) 
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1. 

Wirh this information, cht interim surcharge and its impact On the appIiczn:'s 
rates related to fair value can be reviewed and appropriate findinss and rate 
determinations made by the Commission, incIuding m e u p ,  refund. or the 

e. 'The tariff'si-lodd become eRxtive with the f i ~ t  APS standard billing cycle no. 
1 starting at Ieasr 45 days fim the effective date of the Environmental POKfOIio 
Standard rule. 

Within the electric competition mies, R14-2-1615(A) requires generarion =sets 
to be separated from an Affected Utility prior to January I ,  2001, StaE 
recommends that the applicant be ganted a waiver of R14-2-161SCA) s 
needed to allow the appIicant to own "solar resources" and "entironmentally 
fiiendly renewable electricity technologies" as those t e r n  are descnbi3 in the 
Environmental Portfolio Standard rules. The waiver would apply only to solar 
resources and environmentally friendly renewable electricity technoiogies. 

f. 

g. The applicant should file m u d  reports within 60 days of the end of a calendar 
year. The reports shouId Iist the amount of funds collected thraugh the 
surcharge during the yeas, the amount of surcharge h d s  spent during the year. 
and a brief description of the projects for which rhe Funds were spent. 

The appiicant should be allowed up to 45 days to implement the tariff as 
necessary to prepare its biiling system to accommodate the surcharge. 

h. 

t 

1. The tariff fiIed by the applicant should be modified to confom with the final 
Environmental Portfolio Standard d e s  adopted by the Commission. ' . 

CONCLUSIONS OF L.4W 

CZPS is an Arkma public service corporation within rhe meaning of .Ankle XV. Section 

;he A ,iom Conni turion. 

2. The Commission has jurisdiction over APS and over rhe subjxt rnatrzr of rhe 

pplication. 

3. The Commission, having reviewed the application and Staffs hlemoranduni daied 

anuary 12.2001, concludes that it is in the public interest io approve the appiicatioc. 

ORDER 

THEREFORE, IT IS ORDERED that the proposed tariff be and hereby is approved. 

IT IS FURTHER ORDERED that the surchzrs~e shall be applied to speciai contract 5ervic13 

:ustomes unless a previously approved special contrati explici tIy excluded any additional c'narses. 

IT IS FURTHER ORDERED that the tariff is approved on an interim basis. 



.. 

' IT IS RIRTKER ORDERED that the tariff shall become effective with the first &4PS standard 

biJIing cycle no. I starting at Ieast 45 days from the effective date of the Environmenrai Portfolio 

Standard rule. 

lTlS FURTHER ORDERED that the applicant is ,oranted a waiver of R14-1-16,1S(A) as 

qeeded to alfow the applicant to own "solar rzsources" and "environmcntalIy friendly renewable 

Aectricity technologies" as those terms are described in the Enviromental Portfolio Standard rules. 

TT IS FWRTHER ORDERED that the appIicant shall fiie annual reports as described in Finding 

I f  Fact No. 5(f)). 
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IT IS FURTHER ORDERED that the applicant shall modify its tariff to conform to [he 

Commission's final Environmental Portfolio Standard rules. 

lT' IS FURTHER ORDERED that this Decision shall become effective immediately. 
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Secretary of the Arizona Corporation Commission, have 
hereunto, set my hand and caused the official sea1 of this 
Commission t be affixed at th Capitol, in the City of 
Phoenix, this %-I dayofJyLk4'LfL?y.. I. 2001. 

DESSEXT: 

DRS:BEK:lhm 
I 

, 

' . ~. . -  - 
12:QB 6 Q 2 2 5 8 3  s 8 7 P f i i t E .  @Is 
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.. 
SERVICE LIST FOR: Arizona Public Service Company 
DOCKET NO. E-0 I345A-0 1-0034 

Ms. Jana Van Ness 
Manager, State ReguIations 
&'zona Public Service Company 
Mail .Station 9905 
P. 0. BOX 53999 
Phoenix, Arizona 85072-3999 

Ms. Lyn Farmer 
Chief Counsel 
Arizona Corporation Commission 
1200 West Washingcon 
Phoenix, Arizona 85007 

MS. Deborah Scott 
Director, Utifities Division 
4rizona Cornoration Commission 
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&.eS. ‘‘Universal Kode Ideriafier” is a unique, permanenr. Idenrification ntUnber assigned to each jefc,cc 

delivery pOiM. 

47.35. “UriIq Disaibution Company” (UDC) m e a s  the electric utdiry enriry regdated by rbe Ccmdssior; 

hi operatss, cons@ucrs. and maintains thc dixriburion rystcm for thc dclivcxy of power to rhc ezd 

point of dclivry or? the distriburion system. 

‘‘Utility Industzy G:ocip” (GIG) refers 10 E utility idus- association that esablishes national SPnckds 

for dam formats. 

Environmental Ponfoiio Soadh‘il 

- 42.46. 

t I d-2- 16 1 S.  

L.  

c 

L‘DOn rhe ?€€ectise imolemnration of a Cornxiaion-aDDraved Environrrmtal Ponfolio S:andard Stlrchuqg 

L_anji Load-Servmo Entitv . -  selling electricity 0; 

aggregating eust~)mers for rhs purpose of scUins electricity under the proviswns of this Arcirk must derive a t  

fl- - 8  

I .  

Iesst .2% of the roral retail tncrsy sold fiom new solar resources or en.;ironmeamilli-friendly renewabie 

electricity technolo$zs, whether rhat cglcrgy is purchased or Senerared by rhe seller. Solar resources IIIclIJdt 

photovolaic resources and s o b  t h e m 1  resources that gcnc:atc electricity. New s o h r  resources and 

environmentally-fly rmmable ekcrrici~y :ethnologies are chose insr2lled on or aRer January 1, L W?. 

I .  Elemic Service Providers Getqmkke ?3%. that arc not L23Cs. are exempt fnm parrfolia 

requirements until 2001. biic could voluntarity eIect w panicipare. ESPs choosing io partizipare would 

recciw a pro mca share of funds coIIecred $om the Enciromnra! Portfolio Surcharoe delineared in 

R 14-2-1613.A.2 for portfo[io purposes ro acquiic e!igibk porcfdio systems or eiectrrcity, geilerarcd 

from such sptemi. 

2 .  UIiILt), Disnibucion C o ~ q x m k ~  would recover p3R of ihe Cess of the portfolio standard througl CUrriZni 

SyStrrn Bm-nPfits Charge;. i f  l lxy exist. including a ::-allocation o f  denmd side managenen: trrndrn; !o 

Fortfolio uses. Additional ponfolio standard cosrs will be t r t w  creJ by a customer Environnienal Pvrfoiio 

Srucharge on the customen‘ monthly bill. The Environmental Portfolio Stircharec shdl be a;stss?d nm:xh!v to 

even’ mierrxi a d o r  non-mcrtred retail electric secviSe This nionthlv as;cssmmt will be drt’kssc~ of 

fO.r)0(3375 utr k W  or: 

, 

. Residential Custonlea: %.35 Der service 

Won-Residencial Customers: $13 TAT service 0 

Xon-Residen~iai Custonxrs whose metered demand is ;.M?C10 k W  or mort for : conxcurive months: 

539.00 Der service. 

12:OS 
12 . DECISION KO. 6 3.3 6 v 

6 0 2 2 5 83 r3 S 7 PQGE.  09 
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>. Cusromer bills shall reflect a line irm =tided "Envrronm?nlal Porrfoiio Surcharge, rnindatcd by ihe 

Corporation Commission.'- 

Utility Disrribution Comp3nics or ESPs that do ROC cuircd!: have a rcnwatles prograrn r a y  rcquesr a 

waiver or modification of rhis section due to extreme cimmxances ihat may ?xist. 

. _  
4. 

The portfolio prcemgo shall increase after Decmxbcr SI. 2006. 

1. Starting January !. 2001. rbe pmfolio percenrage shall increase annualiy and stall be set according io 

the following schedule: 

YEAR PORTFOLIO PERCESTAGE 

200 i .2% 

2002 .4 % 

of an acc&Ae portfolio eiecaiclrp cost;bbmdit p i n t  or ponfollo kWh cos; tmpicr m x m u m  that the 

Comiission cou!d u;t 2s a crireria for rht decision lo c o n 1 1 n ~ ~  the incrzasz in the portfolio pcrccnra$e. 

The recorrunendinons of rhe Working Group shall !x prtscnrcc! to &e Conmission not iare; f i x 1  Julr 

- 30 Eww&A%T *', 2C4;. In no event, however, s h ~ l l  the Commission incrcnse t t c  surchar~c cips 25 

delineated i n  Rl4-7-16i8.A.Z abovc. 

Tnc requirments Icr the pha:e-m of various ttchnologier dial1 oe: 2. 

1 2 : Q 3  
.- -------...I- / 7 -f / / /  

6 Q 2 2 5 B 3 8 8 7 Pri!;E. I B  
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a. 

b. 

fk 

- C . C  

In 2001. rhc PonfoIio liWh nnktup shall be ar least 50 pmcnt solar electric. and M mort 

50 perwx od?et env~ronmenta!ly.fiimdly renexabfc clecm’cir), trchn0Io~if:s or solar hor ~::g:t~ 

or RkD on solar elecbic resourccs, but with no more than IO percent on RGcD 

In 2002 and 2003. the Porrfoiio kWh nrahup shall be at  least 50 pmcmfsolar electric. and no 

more than 50 percenr other env i rohnennI I~ - fen~I~  renewable electricity t~chnologi~-5 or 

sotar hoc warn or R&D OR solar electric resources. bu: with no mre than 9 percent on FAD. 

t . .  . * & . .  . -. J .. . - 

. 5’ 

In 2004, though 2012, &e ponfoiio kWh mak:up shall be ar kasr 60 percent solar c:?ctnc 

wrh no more than 40 percent mlar itor water or other cn.r.ironmenralJy-tilendll. rrneu. :bk 

electric1 ty technologies. 

e- 

l. Ear!,. installation Exna Credit Mulri2Iier: For ~ ~ e w  solar Clei~j, systems i n d h d  and cph.ating prior VJ 

Decen-tber 5 1,2003. LoaSSmrvine Entitkc - ** I-.:: would qualify for ~ ~ ~ l t i g l e  ex1r3 

credits for k w h  pcodttced for 5 years foollowin; operational smrr-up of the sola1 e k t r r c  system. Thc 5- 

year em2  credit u;onld vary dependins up00 rhe year in which the system startrd up. as rbllow: 
. .. YEAR EXTRA CREDIT MULTlPilER 

r 937 

199s 

... . 

1 ., . .  

1999 .s 
2000 

2001 

2m2 

2003 

.4 
. .- 

1 -  

.z 

.1 
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portkipafins jn approved solar ipcentivc program. So. if g as Load-Szlvinst E n w  

Pw&#w quaIifies for a 2.0 extra credit rr;ulriplier and it produces I solar kWt. the Load-S.$rvin* &mlm 

.- 

would get credir for 3 soh: k W h  ( 1 produced PIUS 2 ema crcdir). 

bad-Serving Entities selling electricity undn h e  provisions of this Article shal 

provide rtpom on sa l s  and portcolio pwcr a: required in cbs Article, clearly demonstrating the output o 

ponfofio resources. thc instaliation date of porrfo1io re$owcts. and rhe uansm’ssion of energy from rhosr 

ponfolio resources ro Arizona consumers. TIE Commission m2y conduct necessary monitorin: to ensure tkc 

XCM~CY of&&- data. Repons shall be made accordins to the: Reportins Schdule in R14-2-1613.6 

If 5 ;rtt Load-Sexvine Znrrry . c .:- . . selling elecaiaty uadr  the provrsions of &!is Arrick fads 

to m e r  the requirments of  his d e  as modified by the Commission rfter consideration ofthe recomkndations 

ofthe Environmental Portfolio Cost Evaluation Working Group. die Commission mjv &?J.I-imposc a dcEcicn:v 

. PL-mtnt pedy .  beginning no earlier than January I. 2004. oil that Load-Scminz Entiw €k&Sh-& 
I , .  

Pw&?ef that the Load-Servi@ Entity S~WE- pay an amount equd LO 30t per kVh to ih: SOIJS 

Electric Fund for deficiencies in rhe provision of solar ekctricir:;. This deficiency payment. which is in lieu of 

my orher mnet2r-y pavment pdq~ which m y  be imposed by rhe Commission, may not bc imposed for any 

calendar year prior to 2004. This Sohr Eiecmc Fund will k established and utilized to purcb;lsc solar eltcmc 

gmcrarors or solar eiecnicir). in &e following calcndsr yc3r for the use by public entities m Arizona such 3s 

s c h ~ l s ,  cities. couaies. or state agencies. Title to any eqnipmenr purchased by the Sohr Elecair Fund Gil be 

transferred to &e public miry. In addirian. if the provision of solar energy is consistently deticienr, thz 

.,. .I 1 connacts negonaed umier h i s  
i - 

Commission may void _a ;tft Load-Stwine E n t 1 t v ’ s - v  -. 
Anicle. 

1. The Director. Uilin’es Division shil establish a Solar Electric ‘Fund in 264.2 IO :ecnve d e k i e c q  

paymcnnrs and Snance sohr eIecri5ciy proJects. 

The Direcror, Urilitics Division shdl sdeci an indtpendent admniswcor for rhi ;tiexion of p;3jcjcc:s to 

be financed by rhe Sokr Ekcl;.;c Fund. A portion of the Solar Electric Fund shall h-. iasl ~ I X  

7 
&. 

adminisuarion of the Fund and a deslgiatcd portion of t‘nz Fun& will bc set zsidc for ongoin: og?racon 

and mimenance of projects financed by the Fund. 

Phorovolaic or s o h  thermal eltctic resource; that Ire I w a i d  on rhe ccmumer‘s prmiscs shall couni toward 

the solar portfolio standard app?icablr to rhr current Load-Stwine Entirv - : . 5ep;ing [kat 

CONClller. 

Any soh  electric generators instaljed b.j an Affected Udlity to w e t  the eimronncntal porifolio srsntfatd shall 

be :ountcd roward mectiag redewable rzsourze gnats for Affccted Utilities esrabliskd in Decision Yo. 53633. 

. 12:10 
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I 

portfolio requiremts. 

En~~iroornentai Ponfolio SundZid requirements shali be calculated on an annual basis. b a ~ d  ripan dcrrisky 

sold durins the calendar year. 

- A AR Loadserving Eniim - c- * sh l l  k cntitkd :o receive a pamal crerfii 2.gamsr tee 

ponfolio requiremerit if rhc &oid-%rvinc EauiiV &CY:,- or its aiillxatc owns or makes 3 

significant mveormcni in any solar electric rrinuiacturing plan1 rhar is located ia Arizona. The ci&r \vi11 be 

equal to the amount of the namephre capatiry of rht solar clrcrnc gencrarors producrd in Arizona 2nd soid i;: J 

17 Duxsrov NO. 633 Lq' 
. 2 :  1 Q  (5022503887 P A G E .  14 
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ekcrmity produced for each 5,415 British Thermai h i t s  orhear prodirccd by the S o h  water heater and soia: a 

conditioners shail be credited uith kWhs equirdznr ro those needs!' to prodse a comprable cwiiq loa 

reduction. Solar =am heaiiag syst,wrs and solar air condinoning sysrems shall be eligrblc for Early IirstaIJarjo 

Exm Credit Multipliers as defined in R14-2-1618 c3.1 and Solar Economic Development Exae Crcdi 

Mulriplicn as defined in R14-2-1618 GB.2.b. 

A A+ Load-Sewha Entitv shall be entitled RI met the pOiCfOli0 r q u h m e n t  wiri 

electricity p:oduced in Arizona by cnvironm~raljy-fTiendly renewable electricity technologies rhar are define( 

as in-snn !andfill gas geneaion. wind gcneroiors, and biomass gen-mron, consistmr with rhe phasein schedule 

in R14-2-16[8 B.3. Systems using such iechnologies sL11 k eligible for Early InstalJa:ioa E.yk  Credil 

Multipliers as defined in Rl4-2.1618 S9.l and Solar Economic Devrlopmnr Extra Credir Mulriplizrs 2.5 

, t. 

' 

defined in R14-2-1618 m.2.b. 
. .  

:" . 

. .  

:. . 
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Fax: 202-467-7176 C O U N S E L O R S  A T  L A W  

May 1 1,200 1 

Snell & Wilmer L.L.P. 
One Arizona Center 
Phoenix, Arizona 85004 

Re: Pinnacle West Capital Corporation Form U-1 Application (File No. 070-09745) 

Ladies and Gentlemen: 

Morgan, Lewis & Bockius LLP serves as special counsel to Pinnacle West Capital 
Corporation (“PNW) and its subsidiaries, Arizona Public Service Company (“APS”) and 
Pinnacle West Energy Corporation ( “ P W ) ,  on certain federal regulatory matters involving 
their electric utility operations, exempt wholesale generators (,‘EWG), and power marketing 
activities. We are familiar with the “Development Activities,” as such term is defined in the 
Form U-1 Application (File No. 070-09745) filed with the Securities and Exchange Commission 
(the “SEC”) by PNW on September 12, 2000, as amended on December 8, 2000, January 17: 
200 1 , and April 27, 200 1 (the “Application”). We have been asked to provide an opinion that 
the regulatory applications and approvals that are required under the Public Utility Holding 
Company Act of 1935, as amended (“PUHCA”), and the Federal Power Act, as amended 
(“FPA”), in connection with the Development Activities have been obtained from the SEC or the 
Federal Energy Regulatory Commission (“FERC”), as appropriate. 

Capitalized terms used herein and not otherwise defined nil1 have the meanings given in 
the Application. The term “Associate Companies,” when used herein, will have the meaning 
given in Section 2(a)( 10) of PUHCA. 

As described in the Appkation, the Development Activities involve PWE’s operation of 
its West Phoenix Unit No. 4 as a non-EWG under PUHCA. The Development Activities were 
completed on May 2, 2001, when PWE filed a Notice of Withdrawal of its Application for 
Determination of Exempt Wholesale Generator Status with FERC. Due to its ownership and 
operation as a non-EWG of facilities used for the generation of electric energy for sale (ie., the 
West Phoenix Unit No. 4 generating facility), PWE is now an “electric utility company” and a 
“public-utility company,” as those terms are defined in Sections 2(a)(3) and 2(a)(5) of PUHCA. 

Phlladelphii Washington New York Lw Angela Miami Harrisburg Pittsburgh Princeton 

London BNssels Frankfurt T h  



a 
Snell & Wilmer LLP 
May 11,2001 MorganLeWis 
Page 2 6BockiusLLP 

In preparing t h i s  opinion we have examined and relied solely upon: 

1. The Application for Authorization to Transfer Jurisdictional Facilities filed by 
Arizona Public Service Company, Pinnacle West Capital Corporation, and Pinnacle West Energy 
Corporation in Docket No. EC00-118-000 and FERC’s Order Authorizing Disposition of 
Jurisdictional Facilities reported at 93 FERC 7 6 1,2 16 (2000); 

The Application filed with the SEC and the SEC’s Order Authorizing the 
Acquisition of a Public Utility Company Subsidiary by an Exempt Holding Company, Holding 
Company Act Release No. 35-27386 (April 27,2001); 

2. 

3.  The Notice of Withdrawal filed by PWE on May 2,2001, with FERC in Docket 

In addition, we have examined the originals, or copies certified to our satisfaction, 
of such corporate records of PNW, APS and PWE and agreements, instruments, and other 
documents, as we have deemed necessary as a basis for the opinions expressed below. 

NO. EGO 1 - 163-000; 

4. 

As to questions of fact material to our opinion, we have, relied upon the statements set 
forth in the various regulatory filings and corporate documents we examined. We have assumed 
that such documents accurately describe and contain the understanding of the parties, and that 
there are no ord or written statements or agreements that modify, amend, or vary, or purport to 
modify, amend, or vary, any of the terms of such documents, 

Based upon the foregoing, and subject to the assumptions and conditions set forth herein, 
we are of the opinion that all of the regulatory approvals required under PUHCA and the FPA to 
effect the Reorganization have been obtained. 

The opinion expressed herein is limited to the FPA and PUHCA, as interpreted and 
implemented by the decisions, rules and regulations of the SEC and FERC. We express no 
opinion on any other statute, or the laws of any other jurisdiction. The opinion expressed herein 
is based upon the law in effect on the date hereof, and we assume no obligation to revise or 
supplement this opinion should such law be changed by legislative action, judicial decision, or in 
any other manner, or otherwise to notify you of any changes in law or fact relevant to the opinion 
expressed herein. This opinion letter is rendered solely for the benefit of h e l l  & Wilmer L.L.P. 
in connection with the transactions described above, and this opinion letter is not to be used, 
circulated, quoted, or otherwise referred to for any other purpose. 

We hereby consent to the use of this opinion as an attachment to an exhibit to the 
Application. 

Very truly yours, 



Snell & Wilmer 
L.L.I? 

LAwomcEs 

One Arizona Ccnnr 
Phoenix, Arizona 85004.0001 

Fax: (602) 382-6070 
(602) 382-6000 

Richard B. S t a g  (602) 382-6363 
Internee ntagg4Pswlaw.com 

[ P R E L r n A R  

April 25,2001 

Securities and Exchange Commission 
450 Fifth Street, N.W. 
Washington, D.C. 20549 

- TRANSFER TRP TS ACTION] 

Re: Pinnacle West Capital Corporation Form U-1 Application / Declaration 
(File No. 070-09745) 

Ladies and Gentlemen: 

We are Arizona counsel for Pinnacle West Capital Corporation, an Arizona corporation 
(the “Company”), and are familiar with the matters relating to the “Transfer Transaction,” as * 
such term is defined in the Fomi U-1 Application / Declaration (File No, 070-09745) under the 
Public Utility Holding Company Act of 1935, as amended (the “Act”), filed with the Securities 
and Exchange Commission (the “Commission”) by the Company on September 12, 2000, as 
amended by filings made on December 8, 2000, January 17, 2001 and April, 2001 (the 
“AppZicatiorz”). Capitalized terms used herein and not otherwise defined will have the meanings 
given in the Application. The term “Assets,” when used herein will mean those assets actually 
contributed to Transitory Subsidiary in the Transfer Transaction, as contemplated in the 
Application. The term “Assunzed Debt,” when used herein, will mean the indebtedness of APS 
actually assumed or agreed to be assumed by Transitory Subsidiary and uItimately by PWE in 
the Transfer Transaction, as contemplated in the Application. Insofar as the fossil assets of APS 
inay be acquired by PWE at different times, it is understood that the temi “Transfer 
Trunsnctiuit,” when used herein, will refer only to the first transaction described herein and in 
the Application whereby PWE acquires Assets of APS. As described in the Application, the 
Transfer Transaction involves the following: 

1. The formation of Transitory Subsidiary as a wholly-owned subsidiary of APS (the 
“Formation”); 

The contribution of the Assets and the Assumed Debt by APS to Transitoiy 
Subsidiary in exchange for the conmon stock of Transitory Subsidiary and the 
assumption of or agreement to assume the Assumed Debt (the “CnpitnZizntiorz”); 

2. 
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3 .  The distribution of the stock of Transitory Subsidiary by APS to the Company 
(the “S’irz-off’); and 

4. The merger of Transitory Subsidiary into PWE, with PWE surviving (the 
“Merger”). 

Among other things, we have examined: 

(a) The Application; 

(b) The parties’ corporate proceedings and the proceedings before the Arizona 
Corporation Commission (the “ACC’) relative to the Transfer Transaction and 
related matters; and 

(c) Such other documents and certificates (including those being delivered to you 
concurrently herewith) and such statutes, rules, and regulations as we have 
deemed relevant. 

In our examination of the documents referred to above, we have assumed (i) the 
genuineness of the signatures not witnessed, the authenticity of documents submitted to us as 
originals, and the conformity to originals of documents submitted to us as copies; (ii) the legal ’ 
capacity of all natural persons executing such documents; (iii) that such documents accurately 
describe and contain the mutual understanding of the parties, and that there are no oral or written 
statements or agreements that modify, amend, or vary, or purport to modify, amend, or vary, any 
of the terms of such documents; (iv) with respect to the Assumed Debt, that each such entity 
(other than APS, P W ,  and Transitory Subsidiary), and with respect to all such other documents, 
that each such entity, had the power to enter into and perform its obligations under such 
documents, and that such documents have been duly authorized, executed, and delivered by, and 
are valid, binding upon, and enforceable against, such entities; (v) that the parties to such 
documents will receive no interest, charges, fees, or other benefits or conipensation in the nature 
of interest in connection with the transactions other than those that the Company has agreed in 
writing in such documents to pay; and (vi) that no fraud has occurred in connection with such 
transactions. 

Based upon the foregoing, and subject to the assumptions and conditions set forth herein, 
we are of the opinion that, in the event that the Transfer Transaction is consunmated in 
accordance with the Application: 

1. All laws of the State of Arizona applicable to the Company’s acquisition of PWE 
as a public utility company through the Transfer Transaction will have been 
complied with. 
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2. 

3. 

4. 

5 .  

6. 

7. 

8. 

9. 

Following the Formation and the Capitdization, Transitory Subsidiary will be 
validly organized and duly existing. 

The coinnion stock of Transitory Subsidiary issued to APS in the Formation and 
the Capitalization will be validly issued, hl ly  paid and non-assessable, and APS, 
as the holder of such stock following the Formation and the Capitalization, and 
the Company, as the holder of such stock immediately following the Spin-off, will 
be entitled to the rights and privileges appertaining thereto set forth in the articles 
of incorporation of Transitory Subsidiary. 

PWE is validly organized and duly existing. 

The common stock of PWE held by the Company is validly issued, filly paid and 
non-assessable, and the Company legally acquired such stock and is entitled to the 
rights and privileges appertaining thereto set forth in the articles of incorporation 
of PWE. 

The common stock of PWE to be held by the Company following the Transfer 
Transaction will be validly issued, fully paid and non-assessable, and the 
Company, as the holder of such stock immediately following the Merger, will be 
entitled to the rights and privileges appertaining thereto set forth in the articles of ‘ 
incorporation of PWE. 

Following the Capitalization, the Assumed Debt that is assumed effective as of 
the date of the Capitalization will be the valid and binding obligation of 
Transitory Subsidiary in accordance with its terms. Upon the effective time of the 
Merger, the Assumed Debt that is assumed effective as of the date of the Merger 
be the valid and binding obligation of PWE in accordance with its teims. 

Upon the effective time of the Spin-off, the Company wiIl legally acquire the 
coinmon stock of Transitory Subsidiary issued in the Capitalization. 

The conslimnlation of the Transfer Transaction will not violate the legal rights of 
the holders of any securities issued by the Company or any “associate company,” 
as defined in the Act, thereof. 

The opinions expressed above are subject to the following assumptions and conditions: 

(a) The Transfer Transaction, as contemplated by the Application, will be authorized 
by the Commission. The Commission will duly enter an appropriate order or 
orders with respect to the Transfer Transaction, as described in the Application, 
granting and permitting the Application to become effective under the Act and the 
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rules and regulations thereunder and the Transfer Transaction will be 
consummated in accordance with the Application. 

The Transfer Transaction will be duly authorized and approved to the extent 
required by the goveining documents and applicable federal and state laws, by the 
board of directors of each of APS, Transitory Subsidiary and PWE, and by the 
Company as the sole shareholder of APS, Transitory Subsidiary and PWE, and 
such authorizations and approvals remain in full force and effect. 

Without limitation of paragraph (b) above, the board of directors of Transitory 
Subsidiary will authorize the issuance of the common stock to A P S  in the 
Capitalization in accordance with Aizona law, and the number of shares so 
issued will be authorized in the articles of incorporation of Transitory Subsidiary. 

The Spin-off will be effected in accordance with Arizona law and the amount 
thereof will not exceed my limitation contained in APS’ articles of incorporation. 

Instruments of merger will be duly and validly filed with the ACC, and such other 
corporate formalities as are required by the laws of the State of Arizona for the 
consuinmation of the Merger will be taken, and the Merger will become effective 
in accordance with the laws of the State of Arizona. 

0 
None of the Capitalization, the Spin-off or the Merger will constitute a fraudulent 
conveyance and APS will not be rendered insolvent as a result of the Transfer 
Transaction. 

All required approvals, authorizations, consents, certificates, and orders of, and all 
filings and registrations with, all applicable federal and state commissions and 
regulatory authorities with respect to the Transfer Transaction will be obtained or 
made, as the case may be, and remain in effect (including the approval and 
authorization of the Commission under the Act, the Federal Energy Regulatoiy 
Commission under the Federal Power Act, as amended, and the rules and 
regulations thereunder, and the ACC under the applicable laws of the State of 
Arizona), and the Transfer Transaction will be accomplished in accordance with 
all such approvals, authorizations, consent, certificates, orders, filings and 
registrations. APS will not utilize utility funds to form Transitory Subsidiary or to 
divest itself of Transitory Subsidiary. 

The parties will comply with, or obtain all consents, waivers and releases, if any, 
required for the Transfer Transaction under all applicable governing coiporate 
documents, contracts , agreements , debt instruments, indentures, franclis es , 
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ti) 

licenses, and pennits to be listed on a schedule to be provided by the Company 
and/or any of its associate companies. 

Our opinions herein are given solely with respect to the actual effectuation of the 
Transfer Transaction, including with respect to consents, licenses, permits, filings 
with and approvals of governmental authorities that are required to effect the 
Transfer Transaction, and no opinion is given as to whether M S ,  the Company, 
Transitory Subsidiary, or PWE or their businesses or operations are currently in 
compliance with any laws or will be after the Transfer Transaction or as to any 
consents, licenses, permits, filings with or approvals of any goveinmental body or 
agency or other person required for the ownership or operation of the Assets 
before or following the Transfer Transaction. 

The opinions set forth in paragraph 7 herein are subject to, and limited by, the 
following: 

(i) the effect of any applicable bankruptcy, insolvency, reorganization, 
arrangement, moratorium or other similar laws relating to or affecting 
creditors rights generally; 

(ii) the effect of general principles of equity, including (without limitation)' 
concepts of materiality, reasonableness, good faith and fair dealing 
(regardless of whether considered in a proceeding in equity or at law); 

the qualification that certain waivers, procedures, remedies, and other 
provisions of the documents governing the Assumed Debt may be 
unenforceable under or limited by the law of the State of Arizona; 
however, such law does not, in our opinion, substantially prevent the 
practical realization of the benefits intended by such documents; and 

we express no opinion as to the effect of the law of any jurisdiction other 
than the State of Arizona wherein any creditor may be located or wherein 
enforcement of the Assumed Debt may be sought which limits the rates of 
interest legally chargeable or collectible. 

(iii) 

(iv) 

No act or event other than as described herein shall have occurred subsequent to 
the date hereof that would change the opinions expressed herein. 

The Transfer Transaction will be consummated as described in the Application or 
with such changes as we have approved, and all legal matters incident thereto will 
be satisfactory to us. With respect to required approvals of the ACC, we note that 
two parties have filed legal actions challenging the validity of the Settlement as 
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approved by the ACC, However, under Arizona law, an ACC order remains in 
effect pending appeal. 

(m) In giving the final opinion required by the Commission in connection with the 
Transfer Transaction in the event that the Transfer Transaction occurs prior to the 
Development Activities and relinquishment by PWE of EWG status in connection 
therewith as described in the Application, we may rely exclusively upon opinions 
of other counsel to the Company as to certain matters, or such other counsel may 
provide certain of such opinions in separate opinion letters provided to the 
Commission concunently with our final opinion. 

The opinions expressed herein are limited to the laws of the State of Arizona and, except 
with respect to paragraphs 1, 2, and 4, the federal law of the United States of America and we 
express no opinion on the laws of any other jurisdiction. Without limiting the foregoing, 
opinions herein relating to labor/employment or employee benefit matters, environmental 
matters, tax matters, and real estate matters are limited to the laws of the State of Arizona. The 
opinions expressed herein are based upon the law in effect on the date hereof, and we assume no 
obligation to revise or supplement this opinion should such law be changed by legislative action, 
judicial decision, or in any other manner, or otherwise to notify you of any changes in law or fact 
relevant to the opinions expressed herein. This opinion letter is rendered solely for your benefit 
in connection with the transactions described above, and this opinion letter is not to be used, 
circulated, quoted, or othetwise referred to for any other purpose. 

We hereby consent to the use of this opinion as an exhibit to the Application. 
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[PRELIMINARY - DEVELOPMENT ACTIVITIES J 

April 25, 2001 

Securities and Exchange Commission 
450 Fifth Street, N.W. 
Washington, D.C. 20549 

Re: Pinnacle West Capital Corporation Form U-1 Application / Declaration 
(File No. 070-09745) 

Ladies and Gentlemen: 

We are Arizona counsel for Pinnacle West Capital Corporation, an Arizona corporation I 

(the “Conrpniy”), and are familiar with the matters relating to the “Developnterrt Activities,” as 
such term is defined in the Form U-1 Application / Declaration (File No. 070-09745) under the 
Public Utility Holding Company Act of 1935, as amended (the “Act”), filed with the Securities 
and Exchange Commission (the “Cotizntission”) by the Company on September 12, 2000, as 
amended by filings made on December 8, 2000, January 17, 2001 and April, 2001 (the 
“Appficntion”). Capitalized terms used herein and not otherwise define‘d will have the meanings 
given in the Application. 

Among other things, we have examined: 

(a) The Application; and 

(b) Such other documents and certificates (including those being delivered to you 
concurrently herewith) and such statutes, rules, and regulations as we have 
deemed relevant. 

In our examination of the documents referred to above, we have assumed (i)  the 
genuineness of the signatures not witnessed, the authenticity of documents submitted to LIS as 
originals, and the conformity to originals of documents submitted to us as copies; (ii) the legal 
capacity of all natural persons executing such documents; (iii) that such documents accurately 
describe and contain the mutual understanding of the parties, and that there are no oral or written 
statements or agreements that modify, amend. or vary, or purport to modify, amend, or vary, any 
of the teniis of such documents; ( iv)  that each such pai-&y had the power to enter into and perforin 
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its obligations under such documents, and that such documents have been duly authorized, 
executed, and delivered by, and are valid, binding upon, and enforceable against, such party; (v) 
that the parties to such documents will receive no interest, charges, fees, or other benefits or 
compensation in the nature of interest in connection with the transactions other than those that 
the Company has agreed in writing in such documents to pay; and (vi) that no fraud has occurred 
in connection with such transactions. 

Based upon the foregoing, and subject to the assumptions and conditions set forth herein, 
we are of the opinion that, in the event that the Development Activities are consummated in 
accordance with the Application: 

1. 

2. 

3. 

4. 

All laws of the State of Arizona applicable to the Company’s acquisition of PWE 
as a public utility company through the Development Activities will have been 
complied with. 

PWE is validly organized and duly existing. 

The common stock of PWE held by the Company is validly issued, fully paid and 
non-assessable, and the Company legally acquired such stock and is entitled to the 
rights and privileges appertaining thereto set forth in the articles of incorporation 
of PWE. 

The consummation of the Development Activities will not violate the legal rights 
of the holders of any securities issued by the Company or any “associate 
company,” as defined in the Act, thereof. 

The opinions expressed above are subject to the following assumptions and conditions: 

(a) The Development Activities, as contemplated by the Application, will be 
authorized by the Commission, The Commission will duly enter an appropriate 
order or orders with respect to the Development Activities, as described in the 
Application, granting and permitting the Application to become effective under 
the Act and the rules and regulations thereunder and the Development Activities 
will be consummated in accordance with the Application. 

The Development Activities will be duly authorized and approved to the extent 
required by the governing documents and applicable federal and state laws, by the 
board of directors of PWE, and such authorizations and approvals remain in full  
force and effect. 

All required approvals, authorizations, consents, certificates, and orders of, and all 
filings and registrations with, all applicable federal and state commissions and 

(b) 

(c) 
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regulatory authorities with respect to the Development Activities will be obtained 
or made, as the case may be, and remain in effect (including the approval and 
authorization of the Commission under the Act, and any required approvals of the 
Federal Energy Regulatory Commission under the Federal Power Act, as 
amended, and the rules and regulations thereunder, and the Arizona Corporation 
Commission under the applicable laws of the State of Arizona), and the 
Development Activities will be accomplished in accordance with all such 
approvals, authorizations, consent, certificates, orders, filings and registrations. 

The parties will comply with, or obtain all consents, waivers and releases, if any, 
required for the Development Activities under all applicable governing corporate 
documents, contracts, agreements, debt instruments, indentures, franchises, 
licenses, and permits to be listed on a schedule to be provided by the Company 
andor any of its associate companies. 

Our opinions herein are given solely with respect to the actual effectuation of the 
Development Activities, including with respect to consents, licenses, permits, 
filings with and approvals of governmental authorities that are required to effect 
the Development Activities, and no opinion is given as to whether APS, the 
Company, or PWE or their businesses or operations are currently in compliance 
with any other laws or will be after the Development Activities. 

No act or event other than as described herein shall have occurred subsequent to 
the date hereof that would change the opinions expressed herein. 

The Development Activities will be consummated as described in the Application 
or with such changes 2s we have approved, and all legal matters incident thereto 
will be satisfactory to us. 

In giving the final opinion required by the Commission in connection with the 
Development Activities in the event that the Development Activities and the 
relinquishment by PWE of EWG status in connection therewith occurs prior to the 
Transfer Transaction as described in the Application, we may rely exclusively 
upon opinions of other counsel to the Company (including in-house counsel) as to 
certain matters, or such other counsel may provide certain of such opinioiis in 
separate opinion letters provided to the Commission concurrently with our final 
opinion. 

a 

The opinions expressed herein are limited to the laws of the State of Arizona and, with 
respect to paragraphs 3 and 4, the federal law of the United States of America and we express no 
opinion on the laws of any other jurisdiction. Without limiting the foregoing, opinions herein 
relating to labor/employment or employee benefit matters, environmental matters, tax niatters, 
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and real estate matters are limited to the laws of the State of Arizona. The opinions expressed 
herein are based upon the law in effect on the date hereof, and we assume no obligation to revise 
or supplement this opinion should such law be changed by legislative action, judicial decision, or 
in any other manner, or otherwise to notify you of any changes in law or fact relevant to the 
opinions expressed herein. This opinion letter is rendered solely for your benefit in connection 
with the transactions described above, and this opinion letter is not to be used, circulated, quoted, 
or otherwise referred to for any other purpose. 

We hereby consent to the use of this opinion as an exhibit to the Application. 
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A f R O f C S S I O N A L  A S I O C I A T I O N  

April 26,2001 

Via Facsimile (202)467-7176 
and Overnight Courier 

Mary Ann Huntington 
Morgan, Lewis & Bockius LLP 
1800 M Street, NW 
Washington, DC 20036 

Re: Pinnacle West Capital Corporation 
Form U-1 AppIicatiodDeclaration 
(File No. 070-09745), as amended (the “Application”) 

Dear Ms. Huntington: 

Enclosed please find one executed original and one copy of our revised 
preliminary opinion dated April 26, 2001, which we understand will be filed 
together with recent amendments to the Application. 

Very truly yours, 

KELEHER & McLEOD, P.A. 

By: &M3$? /?I( &‘Y/Y?6fd& 

W. A. Keleher 11886-1972) 
A.H. McLeod (1902-1976) 

Mailing Address 
PO Drawer AA 
Albuquerque NM 87103 

Main Phone 
505-346-4646 

Street Address 
Albuquerque Plaza 
201 Third NW, 12th floor 
Albuquerque NM 87102 
Fax: 505-346-1370 

SMM/SlSOS22 
Enclosure 

Susan M. McCormack 

Betsy Pregulman, Esq. 
Herbert Zinn, Esq. 
Charles L. Moore, Esq. 

cc: 



A PROFESSIONAL ASSOCIATION 

April 26,2001 

Securities and Exchange Commission 
450 Fifth Street, N.W. 
Washington, D.C. 20549 

Re: Pinnacle West Capital Corporation 
Form U- 1 Applicatiofleclaration 
(File No. 070-09745) 

Ladies and Gentlemen: 

a 
[PRELIMINARY] 

We are special New Mexico counsel for Pinnacle West Capital 
Corporation, an Arizona corporation (the “Company”), in regard to certain 
matters relating to the “Rcorganization,” as such term is defined in the Form U- 
1 Application/Declaration (File NO. 070-09745) under the Public Utility Holding 
Company Act of 1935, as amended (the “Act”), filed with the Securities and 
Exchange Commission (the “Commission”) by the Company on September 12, 
2000, as amended by filings made on December 8, 2001, January 17, 2001 and 
April, 2001 (the “Appiication”). Capitalized terms used herein and not 
otherwise defined will have the meanings given in the Application, which we 
have examined. The term “Four Corners Transfer,” when used herein, will 
mean the transfer of the Four Corners Power Plant from APS, an Arizona 
corporation, to PWE, an Arizona corporation, pursuant to the Reorganization, as 
contemplated in the Application. 

We understand that the Company was formed in 1985 under the laws of 
Arizona as a holding company owning APS and certain other subsidiaries. We 
also understand that the Company formed PWE in 1999 under the laws of 
Arizona, as a wholly owned subsidiary of the Company. 

We have relied upon the following representations made to us by the 
Company: 

(A) The Company, itself, is not engaged in any business in the State of 
New Mexico, except that from October 1, 2000 to the present, the Company has 
been engaged in the purchase and sale of power and energy, at wholesale, from 
the switchyard of the Four Corners Power Plant, located within the boundaries of 
the Navajo Reservation; and 
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e 
(€3) Only two subsidiaries of the Company conduct business in the State of New 

Mexico: (1) SunCor Development Company, an Arizona corporation, which owns and operates 
certain residential or commercial real estate properties in New Mexico; and (2) APS. 

APS has represented to us, and we have relied upon such representation, that the only 
business in which it is engaged in the State of New Mexico consists of and is limited to 
ownership and operation of electric generating units (or undivided interests therein) and electric 
transmission lines, sales of electricity at retail to BHP Navajo Coal Company (“BHP) solely for 
its conduct of coal mining operations on the Navajo Reservation which provides coal to the Four 
Comers Power Plant for the generation of electricity (“BHP Contract”), transmission of 
electricity fiom Tucson Electric Power Company to the Navajo Tribal Utility Authority for 
resale, and wholesale transactions with other utilities. 

APS and PWE have represented to us, and we have relied upon such representation, that 
the only asset located in the State of New Mexico that is being transferred from APS to PWE 
pursuant to the Reorganization is the Four Corners Power Plant. 

PWE has represented to us, and we have relied upon such representation, that it is not 
currently engaged in any business in the State of New Mexico, and that the only business in 
which it will be engaged in the State of New Mexico immediately following the Reorganization 
consists of and is limited to ownership and operation of electric generating units (or undivided 
interests therein) at the Four Comers Power Plant and the sale of power and energy at wholesale 
fiom the Four Corners Power Plant. 

0 

9 

Our opinions herein are given solely with respect to the actual effectuation of the Four 
Corners Transfer, and no opinion is given as to whether APS, the Company, Transitory 
Subsidiary or PWE, or their businesses or operations, are currently in compliance with any laws, 
or will be after the Reorganization, or as to any consents, licenses, permits, filings with or 
approvals of any governmental body or agency or other person required for the ownership or 
operation of the Four Comers Power Plant before or following the Reorganization. 

Our opinions relate only to the Four Comers Transfer. In respect only of the laws of New 
Mexico, and subject to the qualifications and limitations with respect to this opinion letter set 
forth above, we are of the opinion that: 

1. The activities of APS in the State of New Mexico to date do not constitute 
it a “public utility” as that term is defined in the relevant laws of the State 
of New Mexico, and accordingly, no approval, authorization, or consent of 
the New Mexico Public Regulation Commission is required by APS for 
the Four Corners Transfer contemplated in the Application. In addition, 
the rates mci charges pursuant to the BHP Contract between A P S  and BHP - -  
are not subject to regulation by the New Mexico Public Regulation 
Commission. 
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2. The activities of PWE in the State of New Mexico to date do not, and 
immediately following the Reorganization will not, constitute it a “public 
utility’’ as that term is defined in the relevant laws of the State of New 
Mexico, and accordingly, no approval, authorization, or consent of the 
New Mexico Public Regulation Commission is required by PWE for the 
Four Comers Transfer contemplated in the Application. 

3. The activities of the Company in the State of New Mexico to date do not 
constitute it a “public utility” as that term is defined in the relevant laws of 
the State of New Mexico, and accordingly, no approval authorization, or 
consent of the New Mexico Public Regulation Commission is required by 
the Company for the Four Comers Transfer contemplated in the 
Application. 

4. All laws of the State of New Mexico applicable to PWE becoming, 
pursuant to the Reorganization, a “public utility company” under the Act 
and to the Company then holding, pursuant to the Reorganization, two 
such “public utility companies”, APS and PWE, if any, have been 
complied with. 

The opinions expressed herein are limited to the laws of the State of New Mexico and we‘ 
express no opinion about the laws of any other jurisdiction. The opinions expressed herein are 
based upon the law in effect on the date hereof, and we assume no obligation to revise or 
supplement this opinion should such law be changed by legislative action, judicial decision, or in 
any other manner, or otherwise to notify you of any changes in law or fact relevant to the 
opinions expressed herein. Without limitation of the foregoing, we express no opinion on the 
requirements that might become applicable upon the implementation of open access in New 
Mexico, currently scheduled to begin January 1,2007. This opinion letter is rendered solely for 
your benefit in connection with the Four Corners Transfer described above, and this opinion 
ietter is not to be used, circulated, quoted, or otherwise referred to for any other purpose. 

We hereby consent to the use of this opinion as an exhibit to the Application. 

Yours ti’uly, 

KELEHER & MCLEOD, P.A. 

sls0801:verZ 
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Securities and Exchange Commission 
450 Fifth Street, N.W. 
Washington, D.C. 20549 

April 26,2001 
[PRELIMINARY] 

Re: Pinnacle West Capital Corporation 
Form U- 1 ApplicatiodDeclaration 
(File No. 070-09745) 

Ladies and Gentlemen: 

We are special New Mexico counsel for Pinnacle West Capital 
Corporation, an Arizona corporation (the “Company”), in regard to certain 
matters relating to the “Rcorgan$ation,“ as such term is defined in the Form U- 
1 ApplicatiodDeclaration (File NO. 070-09745) under the Public Utility Holding 
Company Act of 1935, as amended (the “Act”), filed with the Securities and 
Exchange Commission (the “Commission”) by the Company on September 12, 
2000, as amended by filings made on December 8,2001, January 17,2001 and 
April, 2001 (the “Application”). Capitalized terms used herein and not 
otherwise defined will have the meanings given in the Application, which we 
have examined. The term “Four Corners Transfer,” when used herein, will 
mean the transfer of the Four Comers Power Plant from APS, an Arizona 
corporation, to PWE, an Arizona corporation, pursuant to the Reorganization, as 
contemplated in the Application. 

We understand that the Company was formed in 1985 under the laws of 
Arizona as a holding company owning APS and certain other subsidiaries. We 
also understand that the Company formed PWE in 1999 under the laws of 
Arizona, as a wholly owned subsidiary of the Company. 

We have relied upon the following representations made to us by the 
Company: 

(A) The Company, itself, is not engaged in any business in the State of 
New Mexico, except that from October 1,2000 to the present, the Company has 
been engaged in the purchase and sale of power and energy, at wholesale, from 
the switchyard of the Four Comers Power Plant, located within the boundaries of 
the Navajo Reservation; and 
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(B) Only two subsidiaries of the Company conduct business in the State of New 
Mexico: (1) SunCor Development Company, an Arizona corporation, which owns and operates 
certain residential or commercial real estate properties in New Mexico: and (2) APS. 

... 

APS has represented to us, and we have relied upon such representation, that the only 
business in which it is engaged in the State of New Mexico consists of and is limited to 
ownership and operation of electric generating units (or undivided interests therein) and electric 
transmission lines, sales of electricity at retail to BHP Navajo Coal Company (“BHP”) solely for 
its conduct of coal mining operations on the Navajo Reservation which provides coal to the Four 
Comers Power Plant for the generation of electricity (“BHP Contract”), transmission of 
electricity from Tucson Electric Power Company to the Navajo Tribal Utility Authority for 
resale, and wholesale transactions with other utilities. 

APS and PWE have represented to us, and we have relied upon such representation, that 
the only asset located in the State of New Mexico that is being transferred from APS to PWE 
pursuant to the Reorganization is the Four Comers Power Plant. 

PWE has represented to us, and we have relied upon such representation, that it is not 
currently engaged in any business in the State of New Mexico, and that the only business in 
which it will be engaged in the State of New Mexico immediately following the Reorganization 
consists of and is limited to ownership and operation of electric generating units (or undivided 
interests therein) at the Four Comers Power Plant and the sale of power and energy at wholesale 
from the Four Comers Power Plant. 

Our opinions herein are given solely with respect to the actual effectuation of the Four 
Comers Transfer, and no opinion is given as to whether APS, the Company, Transitory 
Subsidiary or PWE, or their businesses or operations, are currently in compliance with any laws, 
or will be after the Reorganization, or as to any consents, licenses, permits, filings with or 
approvals of any governmental body or agency or other person required for the ownership or 
operation of the Four Comers Power Plant before or following the Reorganization. 

Our opinions relate only to the Four Corners Transfer. In respect only of the laws of New 
Mexico, and subject to the qualifications and limitations with respect to this opinion letter set 
forth above, we are of the opinion that: 

1. The activities of APS in the State of New Mexico to date do not constitute 
it a “public utility” as that term is defined in the relevant laws of the State 
of New Mexico, and accordingly, no approval, authorization, or consent of 
the New Mexico Public Regulation Commission is required by APS for 
the Four Comers Transfer contemplated in the Application. In addition, 
the rates and charges pursuant to the BHP Contract between APS and BHP 
are not subject to regulation by the New Mexico Public Regulation 
Commission. 
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2. 

3. 

4. 

The activities of PWE in the State of New Mexico to date do not, and 
immediately following the Reorganization will not, constitute it a “public 
utility” as that term is defrned in the relevant laws of the State of New 
Mexico, and accordingly, no approval, authorization, or consent of the 
New Mexico Public Regulation Commission is required by PWE for the 
Four Comers Transfer contemplated in the Application. 

The activities of the Company in the State of New Mexico to date do not 
constitute it a “public utility” as that term is defined in the relevant laws of 
the State of New Mexico, and accordingly, no approval authorization, or 
consent of the New Mexico Public Regulation Commission is required by 
the Company for the Four Comers Transfer contemplated in the 
Application. 

All laws of the State of New Mexico applicable to PWE becoming, 
pursuant to the Reorganization, a “public utility company” under the Act 
and to the Company then holding, pursuant to the Reorganization, two 
such “public utility companies”, APS and PWE, if any, have been 
complied with. 

The opinions expressed herein are limited to the laws of the State of New Mexico and we 
express no opinion about the laws of any other jurisdiction. The opinions expressed herein are 
based upon the law in effect on the date hereof, and we assme no obligation to revise or 
supplement this opinion should such law be changed by legislative action, judicial decision, or in 
any other manner, or otherwise to notify you of any changes in law or fact relevant to the 
opinions expressed herein. Without limitation of the foregoing, we express no opinion on the 
requirements that might become applicable upon the implementation of open access in New 
Mexico, currently scheduled to begin January 1,2007. This opinion letter is rendered solely for 
your benefit in connection with the Four Comers Transfer described above, and this opinion 
letter is not to be used, circulated, quoted, or otherwise referred to for any other purpose. 

We hereby consent to the use of this opinion as an exhibit to the Application. 

Yours truly, 

KELEHER & MCLEOD, P.A. 

( 

By: 
Susan M. McCormack 

sls0801:ver2 



As filed with the Securities and Exchange 
Commission on May 1 1,200 1 

File No. 070-9745 

UNITED STATES 
SECURITIES AND EXCHANGE COMMISSION 

WASHINGTON, D.C. 20549 

e.., - _  

(Name of company filing this statement and address of principal executive offices) 

(Name of top registered holding company parent) 

(Name and address of agents for service) 

The Commission is requested to send copies of all notices, orders, and communications in 
connection with this Application to: 

Herbert I. Zinn 
Pinnacle West Capital Corporation 
400 North Fifth Street 
Mail Station 8695 
Phoenix, Arizona 85004 

Mary Ann K. Huntington 
Morgan, Lewis & Bockius LLP 
1800 M Street, N.W. 
Washington, D.C. 20036 



Certificate Pursuant to Rule 24 

Pinnacle West Capital Corporation (PNW) hereby files this Certificate of Notification 
(the Certificate) in connection with the transactions proposed in the Form U-1 
Application dated September 12,2000, as amended by filings made on December 8, 
2000, January 17,2001 and April 27,2001, filed by PNW in File No. 70-9745. These 
transactions were authorized by order of the Securities and Exchange Commission (the 
Commission) dated April 27,2001 (Order). P W  hereby certifies the matters set forth 
below pursuant to 17 C.F.R. 250.24 of the Cornmission’s regulations under the Public 
Utility Holding Company Act of 1935: 

1. On May 2,2001, Pinnacle West Energy Corporation (PWE), a wholly-owned 
subsidiary of PNW, filed with the Federal Energy Regulatory Commission 
(FERC) a Notice of Withdrawal of its Application for Determination of Exempt 
Wholesale Generator (EWG) Status. 

2. The Development Activities, as that term is defrned in the Application, were 
carried out in accordance with the terms and conditions of and for the purposes 
represented by the Application of PNW to the Commission dated September 12, 
2000, as amended, and by the Order of the Commission, dated April 27,2001 
(Release No. 35-27386). 

3. Pursuant to paragraph F.(2) of the instructions as to exhibits for Form U-1 , filed 
herewith as Exhibit F-2 to the Application are the ‘past tense” opinions of 
counsel. 

Dated May 11,2001. 

PINNACLE WEST CAPITAL CORPORATION 

BY: 
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Securities and Exchange Commission 
450 Fifth Street, N.W. 
Washington, D.C. 20549 

Re: Pinnacle West Capital Corporation Form U-1 Application / Declaration 
(File No. 070-09745) 

Ladies and Gentlemen: 

We are Arizona counsel for Pinnacle West Capita1 Corporation, an Arizona corporation 
(the LcCompany”), and are familiar with the matters relating to the “Development Activities,” as 
such term is defined in the Form U-1 Application / Declaration (File No. 070-09745) (the 
“Original Application”), under the Public Utility Holding Company Act of 1935, as amended 
(the “Act”), filed with the Securities and Exchange Commission (the “Commission”) by the 
Company on September 12, 2000, as amended by filings made by the Company with the 
Commission on December 8, 2000, January 17, 2001 and April 27, 2001 (the Original 
Application, as so amended, being referred to herein as the “Application”). The term “Associate 
Company” has the meaning given in the Act. Capitalized terms used herein and not otherwise 
defined will have the meanings given in the Application. 

Among other things, we have examined: 

(a) The Application; and 

* ’  

(b) Such other documents and certificates (including those being delivered to you 
concurrently herewith) and such statutes, rules, and regulations as we have 
deemed relevant. 

In giving the opinions herein, we have relied upon a certification by an appropriate 
officer of the Company as to the securities issued by the Company and each Associate Company 
of the Company in connection with the Development Activities and the documents evidencing 
the same (the “Securities Documents”). We have‘examined the originals, or copies certified to 
our satisfaction, of the Securities Documents. In addition, we have examined the originals, or 
copies certified to our satisfaction, of such corporate records of the Company and PWE, 
certificates of public officials and of officers of the Company or any of the Associate Companies, 
and agreements, instruments, and other documents, as we have deemed necessary as a basis for 
the opinions expressed below. As to questions of fact material to such opinions, we have, when 
relevant facts were not independently established by us, relied upon certificates of appropriate 
officers of the Company or an Associate Company or of public officials. 
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(c) In giving the opinion in paragraphs 1 and 5 hereof, we have relied solely on the 
opinion of Nancy Loftin, the General Counsel of the Company, filed concuirently 
herewith, and no other investigation of such matters has been made. 

The opinions expressed herein are linlited to the laws of the State of Arizona and, with 
respect to paragraphs 3, 4 and 5 herein, the federal law of the United States of America and we 
express no opinion on the laws of any other jurisdiction. The opinions expressed herein are 
based upon the law in effect on the date hereof, and we assume no obligation to revise or 
supplement this opinion should such law be changed by legislative action, judicial decision, or in 
any other manner, or otherwise to notify you of any changes in law or fact relevant to the 
opinions expressed herein. This opinion letter is rendered solely for your benefit in connection 
with the transactions described above, and this opinion letter is not to be used, circulated, quoted, 
or otherwise referred to for any other purpose. 

We hereby consent to the use of this opinion as an exhibit to the Application. 
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~t to the opinions expressed herein This opinion letta is rendered solely for your 
in connecticm with the rendeting of your final legal opinion to the Securities and 
ge Commission as it relates to the transactions described above, and this opinion 
, not to be used, circulated, quoted, or otherwise refkred to for any other purpose. 

We hereby consent KO the use ofthis opinion as an exhibit 'to the Application 
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May 7,2001 

Securities and Exchange Commission 
450 Fifth Street, N.W. 
Washington, D.C. 20549 

Re: Pinnacle West Capital Corporation 
Form U- 1 ApplicationlDeclaration 
(File No. 070-09745) 

Ladies and Gentlemen: 

We are special New Mexico counsel for Pinnacle West Capital 
Corporation, an Arizona corporation (the “Company”), in regard to certain 
matters relating to the “Reorganization,” as such term is defined in the Form U- 
1 ApplicationlDeclaration (File NO. 070-09745) under the Public Utility Holding 
Company Act of 1935, as amended (the “Act”), filed with the Securities and 
Exchange Commission (the “Commission”) by the Company on September 12, 
2000, as amended by filings made on December 8,2001, January 17,2001 and 
April 27, 2001 (the “Application”). Capitalized terms used herein and not 
otherwise defined will have the meanings given in the Application, which we 
have examined. The term “Four Corners Transfer,” when used herein, will 
mean the transfer of the Four Corners Power Plant fiom A P S ,  an Arizona 
corporation, to PWE, an Arizona corporation, pursuant to the Reorganization, as 
contemplated in the Application. 

We understand that the Company was formed in 1985 under the laws of 
Arizona as a holding company owning A P S  and certain other subsidiaries. We 
also understand that the Company formed PWE in 1999 under the laws of 
Arizona, as a wholly owned subsidiary of the Company. 

We have relied upon the following representations made to us by the 
Company: 

(A) The Company, itself, is not engaged in any business in the State of 
New Mexico, except that fiom October 1, 2000 to the present, the Company has 
been engaged in the purchase and sale of power and energy, at wholesale, from 
the switchyard of the Four Comers Power Plant, located within the boundaries of 
the Navajo Reservation; and 
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(El) Only two subsidiaries of the Company conduct business in the State of New 
Mexico: (1) SunCor Development Company, an Arizona corporation, which owns and operates 
certain residential or commercial real estate properties in New Mexico; and (2) APS. 

APS has represented to us, and we have relied upon such representation, that the only 
business in which it is engaged in the State of New Mexico consists of and is limited to 
ownership and operation of electric generating units (or undivided interests therein) and electric 
transmission lines, sales of electricity at retail to BHP Navajo Coal Company (“BHP”) solely for 
its conduct of coal mining operations on the Navajo Reservation which provides cod  to the Four 
Corners Power Plant for the generation of electricity (“BHP Contract”), transmission of 
electricity from Tucson Electric Power Company to the Navajo Tribal Utility Authority for 
resale, and wholesale transactions with other utilities. 

APS and PWE have represented to us, and we have relied upon such representation, that 
the only asset located in the State of New Mexico that is being transferred fi-om APS to PWE 
pursuant to the Reorganization is the Four Comers Power Plant. 

PWE has represented to us, and we have relied upon such representation, that it is not 
currently engaged in any business in the State of New Mexico, and that the only business in 
which it will be engaged in the State of New Mexico immediately following the Reorganization 
consists of and is limited to ownership and operation of electric generating units (or undivided 
interests therein) at the Four Corners Power Plant and the sale of power and energy at wholesale’ 
from the Four Comers Power Plant. 

OLK opinions herein are given solely with respect to the actual effectuation of the Four 
Corners Transfer, and no opinion is given as to whether A P S ,  the Company, Transitory 
Subsidiary or PWE, or their businesses or operations, are currently in compliance with any laws, 
or will be after the Reorganization, or as to any consents, licenses, permits, filings with or 
approvals of any governmental body or agency or other person required for the ownership or 
operation of the Four Coiners Power Plant before or following the Reorganization. 

Our opinions relate only to the Four Corners Transfer. In respect only of the laws of New 
Mexico, and subject to the qualifications and limitations with respect to this opinion letter set 
forth above, we are of the opinion that: 

1. The activities of APS in the State of New Mexico to date do not constitute 
it a “public utility” as that term is defined in the relevant laws of the State 
of New Mexico, and accordingly, no approval, authorization, or consent of 
the New Mexico Public Regulation Commission is required by APS for 
the Four Comers Transfer contemplated in the Application. In addition, 
the rates and charges pursuant to the BHP Contract between APS and BHP 
are not subject to regulation by the New Mexico Public Regulation 
Commission. 
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2. The activities of PWE in the State of New Mexico to date do not, and 
immediately following the Reorganization will not, constitute it a “public 
utility” as that term is defined in the relevant laws of the State of New 
Mexico, and accordingly, no approval, authorization, or consent of the 
New Mexico Public Regulation Commission is required by PWE for the 
Four Comers Transfer contemplated in the Application. 

3. The activities of the Company in the State of New Mexico to date do not 
constitute it a “public utility” as that term is defined in the relevant laws of 
the State of New Mexico, and accordingly, no approval authorization, or 
consent of the New Mexico Public Regulation Commission is required by 
the Company for the Four Comers Transfer contemplated in the 
Application. 

4. All laws of the State of New Mexico applicable to PWE becoming, 
pursuant to the Reorganization, a “public utility company” under the Act 
and to the Company then holding, pursuant to the Reorganization, two 
such “public utility companies”, APS and PWE, if any, have been 
complied with. 

The opinions expressed herein are limited to the laws of the State of New Mexico and we 
express no opinion about the laws of any other jurisdiction. The opinions expressed herein are 
based upon the law in effect on the date hereof, and we assume no obligation to revise or 
supplement this opinion should such law be changed by legislative action, judicial decision, or in 
any other manner, or otherwise to notify you of any changes in law or fact relevant to the 
opinions expressed herein. Without limitation of the foregoing, we express no opinion on the 
requirements that might become applicable upon the implementation of open access in New 
Mexico, currently scheduled to begin January 1, 2007. This opinion letter is rendered solely for 
your benefit in connection with the Four Comers Transfer described above, and this opinion 
letter is not to be used, circulated, quoted, or otherwise referred to for any other purpose. 

. *  ., 
We hereby consent to the use of this opinion as an exhibit to the Application. 

Yours truly, 

K-ELEHER & MCLEOD, P.A. 
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